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Partnerships. 
By Leo GREENDLINGER, M. C. S., 


Instructor of Accounting in New York University School of 
Commerce, Accounts and Finance. 


It is a very difficult task to undertake to trace the origin and 
development of partnerships. A partnership agreement is a 
contract of antiquity. Perhaps the earliest instance of a partner- 
ship on record is that narrated in Genesis, when Abraham and 
Lot entered into partnership as farmers and graziers, which 
before long resulted in a dissolution through a disagreement 
amongst their herdmen. 

“And there was strife between the herdmen of Abraham’s 
cattle and the herdmen of Lot’s cattle.” Gen. x111. 

There are various circumstances which make it beneficial, 
advantageous, profitable, sometimes even compulsory, for one 
man or class of men to join others in a lawful enterprise, for the 
purpose of making profits. The man with capital will seek the 
man with ability, ideas or patents. Two competitors, in order 
to do away with cut-throat competition, may unite for their 
mutual interest. Many people, however, do not realize the 
importance of a partnership agreement, as is evidenced by the 
frequent dissolutions, changes in partnerships, and numerous 
expensive court litigations, which are the best evidence of the 
correctness of the above statement. 

Dr. Jackson, of England, in a paper read before the Chartered 
Accountants Students’ Society of Kingston-upon-Hull, England, 
stated : 
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Next to the contract of marriage the contract of partnership 
is perhaps the most far-reaching legal contract; it requires the 
utmost good faith between the parties. It deals not only with 
the status of the firm created by the partnership agreement; it 
treats not only of the relationship of the parties amongst them- 
selves and with the firm, but it introduces the various combi- 
nations of rights and obligations which may arise between the 
firm or its respective partners and the world at large. 


The average person entering into partnership relation does 
not stop to consider in what position he places himself. The 
subject is usually dismissed with the suggestion that the partner- 
ship can always be dissolved. At least it is argued that a 
provision to that effect suffices to enable the partners to relieve 
themselves from the relation into which circumstances may have 
placed them. An actual case will perhaps illustrate the false 
notion of such reasoning. 

C., who was in the laundry business in partnership with X., 
and who by virtue of a clause in their articles of co-partnership, 
agreed not to enter into any other partnership relation, violated 
this clause. Due to trade depression the profits in this enter- 
prise, for the present at least, were nominal. He, therefore, 
secretly entered into a partnership with S., a retail jeweler. 
C., having a good reputation in the business community, was a 
stimulant for S., as it enabled him to buy large quantities of 
merchandise on notes, which were signed S. & Co. 

After a few months the laundry business picked up again, 
while the jewelry business was continually on the decline. C. 
then resolved to dissolve his partnership with S. Upon mutual 
agreement the latter (S.) was supposed to meet the notes at 
their maturity, which he never did. C. was being sued upon as 
a partner, and as S. became bankrupt, he, C. had to pay out 
thousands of dollars, or prosecute S., who issued notes with the 
firm signature even after its dissolution, but antedated. Granted 
that C. could get enough evidence to prove S. defrauded him, 
he would by this act disclose that he had violated the agree- 
ment with X. As in pecuniary terms the dissolution with X. 
would have been by far a greater loss to him than paying S.’s 
notes, he chose the latter of the two evils. 


This was due to a hasty step taken by C., by which he under- 
rated the position one is in from the moment he enters into a 
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partnership relation. Partnership is a relation into which a 
person is easily tempted to enter, but from which it is often 
quite difficult to escape. If business men could have placed 
before them statistical figures of cases where partners’ con- 
fidences have been greatly misused, they would think twice before 
hastily venturing into that relation. 

A shrewd competent business man may be able to take various 
precautions in selecting his employees, to get the most honest 
and faithful subordinates; even go further than that, install a 
system whereby to check up whatever happens in his business, 
but he cannot exercise sufficient precautions in the selection of 
his business associates. 

It is not only present conditions and circumstances that he 
must take cognizance of, and bear in mind, but he must also 
take into consideration futurities, contingencies and possible 
remote circumstances. 


These remarks may seem rather harsh, too emphatic, perhaps 
enough to discourage any reasonable man from entering into 
partnership relation with his fellow men, yet they are in place, 


in order to stir up business men to carefully scrutinize the men 
with whom they intend to associate themselves. 

In this connection Thomas Conyngton in his “ Manual of 
Partnership Relations” says: 


The financial responsibility of a partner is frequently as im- 
portant an asset of a business as the money or other tangible 
property actually invested. A wealthy member may put into a 
firm only a strictly limited amount of capital, but since, owing 
to the unrestricted liability of the partnership relations, he is 
responsible for all its debts, it is evident that the extent of his 
responsibility has an important bearing on the credit of the new 
firm. Practically his entire property is behind the partnership 
undertakings, regardless of the amount of his actual investment. 
On the other hand, if a partner’s financial responsibility is not 
equal to that of his associates, it is obvious that from a credit 
standpoint he is not so valuable a member of the firm, ever 
though his cash investment may be the same. Also, it is quite 
possible that such a partner, having less at stake, might be will- 
ing to take risks with the partnership business and property from 
which his associates would shrink. For both these reasons, other 
things being equal, the desirability of a prospective partner 
varies directly as his financial responsibility, regardless of the 
amount of his contemplated investment. 
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Only after they have fully satisfied themselves about their 
would-be co-partners should they proceed to take such other 
precautions as circumstances and conditions warrant, to protect 
their rights. 

The majority of business men, not being familiar with legal 
technicalities, often wonder why certain provisions are incorpo- 
rated in their Articles of Co-partnership. Others, in many 
instances, fail to see the necessity of having written agreements 
at all, although in some cases this may be a legal requirement. 
Thus the Statute of Frauds provides that a partnership contract 
that is to last for more than one year must be in writing in order 
to be valid. 

Another class of men think that as long as the law does not 
require the agreement to be in writing there is no necessity for 
its being written, while others believe that if a partnership 
agreement is not in writing it cannot be enforced. 

In this connection it will, perhaps, not be amiss to quote the 
Statute of Frauds with relation to partnerships, and to illustrate 
its application by some particular case or cases. 

The statute provision, commonly called “the fourth section 
of the Statute of Frauds” contains the following: 


No action shall be brought whereby to charge any executor 
or administrator upon any special promise to answer damages 
out of his own estate; or whereby to charge the defendant upon 
any special promise to answer for the debt, default, or miscar- 
riage of another person; or to charge any person upon any 
agreement made in consideration of marriage; or upon any 
contract for sale of lands, tenements, or hereditaments or any 
interest in or concerning them; or upon any agreement that is 
not to be performed within the space of one year from the making 
thereof, unless the agreement upon which such action shall be 
brought or some memorandum or note thereof, shall be in 
writing and signed by the party to be charged therewith or 
some person thereunto by him lawfully authorized. 


This statute had its origin in England as early as 1676, under 
the title, “ An Act for the Prevention of Frauds and Perjuries,” 
and its object was, as the heading suggests, to lessen the perjury 
in the testimony of witnesses. It is of importance not to mis- 
understand the statute; it does not render oral contracts void, 
but debars any action on them. In other words, it takes away 
the remedy that an injured party would otherwise have. 
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Although the statute does not specifically refer to partner- 
ships this is inferred from the clause relating to agreements 
that are not to be performed within the space of one year. The 
following cases will illustrate that this inference is a correct one: 


In Morris vs. Peckham, 51 Conn. 128, plaintiff agreed orally 
to assign to defendant a one-half interest in an invention for 
making patent screw-drivers, upon the defendant’s agreement to 
furnish the capital to procure the patent, and to purchase the 
machinery, stock, etc., and they were then to engage in manufac- 
turing the screw-drivers. After conducting the business one 
year defendant refused to continue and to furnish more funds. 
The plaintiff thereupon sued to compel specific performance of 
the partnership agreement, claiming that the partnership was 
to continue for seventeen years, the life of the patent, but the 
court held that such an agreement, not being by its terms to be 
performed within one year, is void under the Statute of Frauds, 
unless in writing. 


Similarly in Wahl vs. Barum, 116 N. Y. 87, the court held 
that a contract of partnership to continue for three years was 
void under the Statute of Frauds unless in writing. 


Aside from the two ways of forming a partnership, oral or 
written, a partnership may in some cases be implied from trans- 
actions and relations although the term “ partnership ” has never 
been used, but from which the law will imply a partnership, 
whether it was so intended by the parties or not. The following 
quotation, however, elucidates how far implication would be 
construed : 


The intention of the parties will be determined from the 
effect of the whole contract regardless of special expressions, 
and if the actual relation which the parties have assumed towards 
each other, and the rights and obligations which have been 
created by them, are those of partners, the actual intention of 
the parties or their declared purpose, can not suspend the conse- 
quences. Even if the parties have used the word partnership in 
their contract and called themselves partners, this will not make 
them such if the contract is not consistent with such relation. 
—(Bates on Partnerships). 


As far as third parties (outsiders) are concerned, the mere 
passive acquiescence in presentation will suffice to establish 
partnership liabilities. This, however, is not the case between 
the parties themselves. The early test whether a partnership 
existed or not was sharing of profits, but now the intention of 
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the parties governs. Whether a partnership relation was 
intended depends upon the facts in each case. In an action of 
Powell vs. Moore, 79 Ga., 524, under circumstances noted below, 
it was held that this constituted a partnership as to third parties: 


Powell and Marbut were doing business under the firm name 
of S. P. Marbut. Powell denied that he was a partner; his 
contribution to the firm property was the use of a dwelling, 
storehouse, and $200, which he called a loan, and Marbut con- 
tributed his time to the business and $200. No agreement was 
made as to the rent of the house or the interest on the money, 
but Powell was to receive one-half of the profits of the business 
as profit, and not as compensation for the use of the house and 
money. 

On the other hand, in the case of Meehan vs. Valentine, 145 
U. S., 611, it was held that one who lends a sum of money to 
a partnership, under an agreement that in addition to the interest 
he is to receive thereon, he shall also be paid one-tenth of the 
yearly profits of the partnership business, if those exceed the 
sum lent, does not become liable as a partner for the debts of the 
firm. 

Justice Gray in deciding the above case says: “In whatever 
form the rule is expressed, it is universally held that an agent or 
servant, whose compensation is measured by a certain proportion 
of the profits of the partnership business is not thereby made a 
partner in any sense. . . . And it is now equally well 
settled that the receiving of part of the profits of a commercial 
partnership in lieu of or in addition to interest, by way of com- 
pensation for a loan of money has of itself no greater effect.” 


In order to form a legal partnership relation the following 
elements are essential : 

(a) An agreement (verbal or written). 

(b) Competent parties to enter into the agreement. (Minors, 
aliens, insane persons, etc., are incompetent parties). 

(c) A lawful enterprise. 

(d) Profit sharing as a motive. 

With regard to (d) Justice LinDLEy, in his work on Partner- 
ships, states the following: 

“Nothing, perhaps, can be said to be absolutely essential to 
the existence of a partnership except a community of interest in 
profits, resulting from an agreement to share them.” 

The writer has already in a previous number of THE 
JouRNAL emphasized the importance of having written instead 
of verbal partnership agreements. Although still adhering to 
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this advice, it is proper to note, else it be misunderstood, that a 
verbal agreement is absolutely as binding as a written one, pro- 
vided it does not come within the limitations of the Statute of 
Frauds. It is, however, a fact that disputes arising out of mis- 
understanding are not as frequent where written agreements exist. 

Partnerships may be divided into the following main classes 
with proper subdivisions : 

(1) General Partnerships, subdivided as follows: 

(a) Trading Partnerships, formed for the purpose of 
buying, vending, etc. 

(b) Non-Trading Partnerships, which do not buy, manu- 
facture or vend as a principal part of their 
undertaking. 

(2) Special Partnerships, formed for one special enterprise. 

(3) Mining Partnerships; the chief feature of this class of 
partnerships is that while the co-owners are partners to the 
profits earned, the partnership does not extend to the property. 

(4) Limited Partnerships, formed only under special statute ; 
the dominant feature of this class of partnerships is that as long 
as certain of its members are inactive, their liability is limited 
to the amount actually invested by them. 

(5) Joint Stock Companies; being ordinary partnerships, 
with this distinction, however, that the members thereof may 
transfer their interests without dissolution of the firm, as pro- 
prietorship is proven by the possession of shares of stock, similar 
to the shares of corporations. 

There are also various kinds of partners, and hence the diffi- 
culty arises as to who are partners. 

The number of persons who may unite for the purpose of 
forming a partnership is not limited in any of the states, while 
in England the Limited Partnership Act of 1907 provides that 
the number of persons who may form either a “ General” or 
“Limited” partnership is restricted to ten in the case of a 
banking business, and to twenty in the case of any other business. 


KINDS OF PARTNERS: 


(1) Public or Ostensible Partner; an active and known 
member of the partnership. 

(2) Secret Partner; although in reality a partner, he conceals 
the fact from the public. 
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(3) Nominal Partner; having no partnership relation with 
the other members of the firm, yet held forth as such by his own 
consent, because he has given his credit to the firm. 

(4) Silent Partner; taking no active part in the business of 
the firm, but sharing profits. 

(5) Dormant Partner; he is both unknown as a partner and 
inactive in the business. 

(6) Special or Limited Partner; where the statute provides 
for limited partnerships, he contributes a certain sum of money 
and is not liable for the debts of the firm beyond the sum he 
contributed. 

With regard to the last kind of partners mentioned, it is 
important to notice that no absolute immunity is assured in any 
event to the special partners in a limited partnership. These 
relations are the creations of statute, but the members are real 
partners, and by slight irregularities may become general part- 
ners. Great caution, therefore, should be observed in entering 
upon such relations, to see that due safeguards are taken in 
contracts of limited partnerships. 

There are certain distinctive features, characteristic to 
partnerships, viz.: 


(1) Each partner is an agent for his co-partners in all the 
transactions falling within the scope of the partnership, and 
therefore, binds all the members of the firm to any contract he 
may enter. , 

(2) In the absence of an agreement to the contrary, each 
partner shares equally in the profits or losses of the business. 
The partnership investment does not determine the partners’ 
interests in the business. There is no necessary relation between 
a partner’s investment and his participation in the profits or 
losses of the firm. 

(3) In case of insolvency each partner is personally liable 
for the firm’s obligations. It is in this most important feature 
that a partnership is so distinctly different from a corporation. 

(4) All firm property, including goodwill or other intangible 
possessions form the common fund of the partnership. This is 
also true of any subsequent acquisitions of property with 
partnership funds. 

(5) A new member cannot be introduced into the firm unless 


308 














Partnerships. 


ali partners agree to it. This is in fact the creation of a new 
partnership. 

(6) A partner may on dissolution demand an accounting to 
ascertain his interests in the business. 

(7) A partner cannot claim any interest either on his re- 
quired investment, or on any excess, unless expressly so agreed. 
Nor can he claim any interests on profits left in the business. 

(8) If a firm dissolves and no disposition is made as to the 
use of the firm’s name, each partner has an equal right to its 
use, and may engage in business hereunder. 

(9) Each partner has the same power over the property of 
the firm. 

(10) A firm cannot hold real estate, as the law does not 
recognize it as a legal entity, capable of holding real property. 

(11) A person who is admitted as a partner in an existing 
firm does not thereby become liable for debts incurred previous 
to his admission into the partnership. 

(12) The retirement of a partner does not release him from 
debts of the firm incurred previous to his retirement. A retiring 
partner may be so released by an agreement between the new 
firm, the creditors, and himself. The assent of the creditors is 
important; such assent, however, may be implied and need not 
be expressly given. 

(13) A retiring partner remaiii: liable not only for existing 
debts, but may also be held liable for debts incurred after his 
retirement unless he has given due notice thereof to all those 
who had dealings with the firm. 

(14) The acts of each partner, in the usual business relating 
to the firm, are the acts of all, even if contrary to the partnership 
agreement, unless the party with whom he is dealing has knowl- 
edge of his want of authority. Thus when a partner sells the 
goods of the firm, and misapplies the proceeds of the sale, he 
nevertheless gives a good title to the buyer. 

(15) No services, ordinary or extraordinary, can be charged 
against the firm. 

(16) A partner cannot bind the firm. by a guarantee of the 
debt of a third person, unless such has been the practice of the 
firm. 

In connection with the sixth essential mentioned above, there 
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is an interesting case reported in The Accountant's Journal, 
Vol. 18, page 280. Briefly stated the contents are as follows: 


One of the members of a partnership, about to sell his interest 
in the firm of his co-partners, in order to determine the value 
of his share of interest in the business, demanded an investigation 
by a professional accountant, upon article 16 of their partnership 
agreement, which read: 

“Proper books of account shall be kept by the managing 
partners for the time being, in which all transactions relating to 
the partnership business shall be duly entered, and such books, 
together with all bills, letters, and other writings which shall 
from time to time reach the said partnership business, shall be 
kept at the Counting House of the partnership, and each of the 
partners shall have free access, examine and copy, or take extracts 
from any of the books and writings of the partnership at all 


reasonable times.” 

This the co-partners refused, claiming that it was sufficient 
that the firm auditor should present proper statements, or that 
the partner himself, but not through a professional accountant, 
investigate and examine the correctness of the accounts. While 
the first court sustained the contention of the co-partners, stating 
that it is a novelty, the Court of Appeals reversed the decision, 


remarking : 

“When a right to do an act was conferred by a written 
instrument, in the absence of any limitation of the right to a 
merely personal right, it could not be said that the act might not 
be done by means of an agent.” 


It may perhaps be interesting to note how favorably the 
English Partnership Acts of 1890, by which, in the absence of an 
agreement to the contrary, the rights, interest and duties of the 
partners are determined, compares with our laws. This Act 
provides: 

(1) Equal distribution of profits or contribution to losses. 

(2) No interest payable in respect of capital, but interest 
allowed at 5 per cent. on distinct advances. 

(3) Every partner entitled to be indemnified in respect of 
payments properly made for the firm. 

(4) No partner entitled to remuneration for his services. 

(5) Every partner may take part in the management of the 
business. 

(6) No person to be introduced as a partner without the 
consent of all the partners. 
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(7) Differences on ordinary matters to be decided by a ma- 
jority of the partners, but no change to be made in the nature of 
the business without the consent of all the partners. 

(8) Partnership books to be kept at the principal place of 
business and every partner to have access to them and a right to 
make copies thereof. 

The difficulties attending a proper understanding of partner- 
ship arise mainly from the following causes: 

(a) The nomenclature in connections with partnerships is 
used in ambiguous senses. 

(b) Business men have a conception of partnership which 
is at variance with the legal decisions. 

(c) In entering into partnership relations merchants do not 
sufficiently provide in their articles of co-partnership for the 
various contingencies which may arise during the existence of 
the partnership or at its dissolution. 


BUSINESS MEN’S IDEAS OF PARTNERSHIP. 


(1) The average merchant considers a partnership as an 
entity, a sort of corporation. To him the accounts of the partner- 
ship are always the accounts of the firm. He even regards the 
accounts of the individual partners as that of debtors or creditors 
of the firm. 

(2) In his accounts he considers the firm always solvent, 
as the partners are sureties for its solvency. 

(3) All the property contributed by each individual partner 
forever loses its separate ownership and belongs to the firm as 
a firm. 

(4) He does not distinguish in his accounts between personal 
property, real estate, and personal accounts. 

(5) To him the firm is perpetual, unless the insolvency of 
the members composing the firm render it impossible to continue 
the business. 

(6) He believes that the firm may take in new partners or 
retire old ones without in any way destroying the firm entity. 

(7) He believes that the courts should be open to settle all 
business disputes among the partners, without appointing a 
receiver to wind up the affairs of the partnership. 
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LEGAL VIEW OF PARTNERSHIP. 


(1) According to the interpretation of the legal definition of 
partnerships, it has no survivorship as between the partners 
themselves but has survivorship in regard to third persons. 

(2) The ownership of the partnership property is a joint ten- 
ancy, ¢. g. each partner owns the whole of the partnership, and 
consequently may dispose of the property in any way he sees fit. 

(3) The exact intention of the partners, as shown by their 
continued approval, will control the provisions of the written 
articles. 

(4) A person holding himself out as a partner, or suffering 
his name to be used in a partnership, becomes liable to third 
persons, who may have been induced thereby to grant credit to 
the firm, provided, however, that the following three elements 
are present: 


(a) Express or implied holding out. 
(b) Reasonable reliance by the second party. 
(c) Parting with value. 


Professor Hardcastle, in his pamphlet on “ Partnership,” as 
well as in various articles upon this subject contributed by him 
from time to time, calls attention to certain points to be noted in 
drawing up Articles of Co-partnership, a summary of which 
follows: 


IN GENERAL: 


(1) That the partners shall be true and just to each other. 

(2) That they shall diligently employ themselves, or appor- 
tion their services, which to take the managing part, and which 
the other parts. 

(3) That they shall promptly communicate all partnership 
transactions to each other. 

(4) That they shall not engage in any other business. 

(5) That they shall employ the firm’s property for the ex- 
clusive benefit of the firm. 

(6) That they shall not engage the firm’s credit for their 
private use. 

(7) Nor buy any kind of merchandise or goods, beyond a 
certain amount, without the consent of the others. 

(8) That they shall not transact any business that is against 
the wishes of the majority of the members composing the firm. 
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(9) Nor lend money of the firm. 

(10) Nor file petitions in bankruptcy. 

(11) Nor draw bills or accept drafts, except in the usual 
course of business. 

(12) Nor extend excessive credit without the consent of the 
others. 

(13) Nor speculate in stocks or otherwise, except in such 
speculations as pertain to the business. 

(14) That they shall not become bondsmen or sureties. 

(15) That they shall not assign their interests in the business. 

(16) Nor withdraw their capital or any part thereof. 

(17) Nor do anything by which the firm’s property may be 
taken in execution. 


ACCOUNTING CLAUSES: 


(18) That proper books of entry be kept. 

(19) That the entries be made by each partner. 

(20) That the books and partnership documents be kept at 
the place of business and be open for the inspection of all the 
partners. 

(21) That the books be kept under the direction of the acting 
partner, 

(22) That all checks, drafts, acceptances, etc., be signed by 
the acting partner, except in the case of his sickness or absence. 

(23) That all drafts, acceptances, or securities be made and 
taken in the name of the firm. 

(24) That real estate purchased be bought by the acting 
partner in trust for the firm. 

(25) That the . . . Bank be used by the firm. 

(26) That the Cash Book be made up . . . (state time— 
monthly, quarterly, etc.). 

(27) That the cash collected be deposited daily. 

(28) That all moneys received by each partner be duly paid 
in. 

(29) That a general accounting be made yearly or half- 
yearly. 

(30) That the inventory and the balance-sheet be signed by 
each partner and be conclusive. 

(31) That the ledger, among other accounts, shall contain 
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(a) An account for each partner’s partnership obligations, 
which shall be debited with the amount the partner 
obligates himself to put in the business, and credited 
with what he actually puts in. 

(b) A drawing account for each partner to keep separately 
his withdrawals. 

(c) If there be advances made by any partner to the firm 
as a temporary loan, an account should be kept 
under the title “ A. B.’s Loan to Firm Account.” 

(d) Before a division of profits be declared the profit and 
loss account shall be debited with say 10 per cent. 
on diminishing balances on the fixed capital subject 
to depreciation, and depreciation account to be 
credited with same. The depreciation account shall 
in the balance-sheet be always treated as an offset 
to the fixed capital subject to depreciation. 

(e) There shall also be two reserve accounts—one, the 
reserve accounts for doubtful debts, and the other 
the general reserve account. The former shall be 
credited with . . . per cent. of the debts due 
the firm and remaining unpaid at the time of closing 
up the accounts, as a contingent fund to meet bad 
debts; and the latter, the general reserve account, 
shall be credited with . . . per cent. of the 
balance remaining in the profit and loss, and the 
profit and loss account debited. 

(f) Extraordinary profits and losses, i. e. such as do not 
usually occur, but are accidental, shall, as they 
arise, be carried to the general reserve account. 
The remaining profit and loss should now be duly 
divided and carried into each partner’s drawing 
account (credit side). This account, drawing ac- 
count to be then closed and balance carried to each 
partner’s capital account. 


The subject of goodwill has already been touched upon by the 
writer in a previous number of THE JouRNAL, yet a few remarks 
on this important asset will not be amiss. The goodwill of a firm, 
under which commonly is meant the benefit arising from the 
connection and reputation of the firm, be it personal or trade, 
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passes with a sale of the business as a whole to the vendee. Thx 
contract of sale may not specify this, but it is impliedly assumed. 

In drawing up articles of co-partnership, care must be taken 
with regard to the clause treating of goodwill. In a recent 
English case (Smith vs. Nelson) on account of a poorly con- 
structed clause in the partnership agreement, it was decided that 
the outgoing partner was not entitled to anything for goodwill. 

It is needless, perhaps, to say that the subject of goodwill 
will arise only when a business is bought outright or a new part- 
ner is admitted. It is absurd for a merchant to assume that the 
goodwill of his business has any value unless he has paid for 
such goodwill; yet there are merchants that think that goodwill 
should be valued in the yearly business statements of the partner- 
ship. The following case will illustrate this extreme and also the 
Court’s ruling on this false notion. 

The case mentioned is Stewart vs. Gladstone (England, 1897) 
and relates to the making out of annual accounts. A clause in 
their articles of co-partnership stated that the annual accounts 
were to comprise “all particulars that might be susceptible of 
valuation,” and the contention of one of the partners was that it 


includes goodwill also. The presiding justice remarked: 


Then is it a fair construction of these articles to assume that, 
in taking the annual accounts of the profits of the concern, the 
partners were going to put a value upon the goodwill, so as to 
allow each partner to take year by year out of the partnership 
the amount of his share of the increase in the value of the good- 
will? That is really what it comes to. Now one cannot help 
feeling that no mercantile man ever dreamt of such a thing. 
The goodwill is not an available asset in the sense that you can 
draw upon it, or that you can turn it into money, or pay it out 
to the partners, and I should say with some confidence, not only 
relying upon my own experience, but having appealed to the 
Bar in this case, that no one ever saw such a thing in a merchant’s 
accounts. 


While it is quite common to list an immaterial asset in a 
business statement, there is no doubt that such listing of a non- 
existing or overvalued goodwill is not only immaterial, but imag- 
inary. From the view point of accounting, there is no more 
justification for such a procedure than there is for listing any 
asset which has no existence. 

In the case of Camden vs. Stuart, 144 U. S. 104, the United 
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States Supreme Court held that goodwill is a legitimate asset 
where it is actually existent, but it must not be something 
shadowy; it must be capable of pecuniary estimation. 

In this connection it is worthy of notice that often the ques- 
tion arises whether goodwill, after having once been properly 
entered in the book at its cost price, should be continued at that 
figure, or whether it should be periodically revalued or written 
off. Opinions differ as to the course to be pursued. Pixley, 
Cooper and Guthrie represent a type of English accountants who 
favor regularly writing off the goodwill placed on the books; 
while Dicksee, Caldocott and James, representing another type of 
English accountants, argue that it be continued at its original 
figure regardless of changes in its pecuniary value. It is, 
perhaps, better to follow the former class and write off, consider- 
ing it as a kind of premium paid for the privilege of earning 
profits. 

(To be continued.) 





The New Reciprocity of Accountancy and Law. 
By Harotp DupLey GREELEY. 


The practical advantages to the lawyer of a training in 
accountancy, and to the accountant of a training in law, have been 
suggested in two former articles.' Because these advantages 
naturally are based upon relation in work and interest between 
accountancy and law, it may be asked why a discussion of such 
relation, marking the points of contact between the two fields, 
did not precede the statement of these proximate results. Con- 
sideration of the abstract relation has been postponed in order 
that there might be called to the reader’s mind certain concrete 
connections between the two professions—the practical situations 
wherein the practitioner of each has occasion to employ knowl- 
edge of the other or training in it. This consideration involves 
first the enquiry whether each profession is a science or an art 
and then the outlining of what is believed to be the new reci- 
procity between the two professions, resulting from the business 
specialization of law and the recent development of accountancy. 

A science is all the present knowledge of a subject, co-ordi- 
nated and systematically arranged as the result of analytical and 
critical investigation of truth for the sake of knowledge—“ the 
knowledge of things, whether ideal or substantial.” Art, on 
the other hand, is the power to do things and is, therefore, syn- 
thetic and constructive. In art, truth is but the means to the 
end, while in science it is the end itself. Accordingly, art con- 
cerns itself with a faculty, the development, training and guid- 
ance of it, thereby involving discipline in the use of knowledge 
furnished by science. Perfect art must have a perfect scientific 
basis. Inversely, “every science has its origin in the art cor- 
responding to it.” * 

Amnog the various definitions of law, the only substantial 
agreement is that it is the standard of conduct for human beings 
prescribed by the state through its constituted authorities. But 
it has been suggested that law must be something more than 
this, for under such a definition it could be changed daily at the 
caprice of the authorities, and thus there would be caused great 
embarrassment in business and confusion in family relations. 

* ‘The Philosophy of August Comte,” L. Levy-Bruhl, 1903, p. 52. 
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That law is not so changed is due to the theory which underlies 
it. Law, or this prescribed standard of conduct for human 
beings, springs from the “ social standard, or ideal, of justice.” * 
That is to say, in accordance with this social standard every 
social need prescribes a rule, and from the body of social rules 
thus arising are induced those general principles which become 
the postulates of law. The next step is to deduce rules of law 
from the postulates, the deduction of every rule being a problem 
and establishing a legal precedent. But every precedent estab- 
lished is not followed. When to follow a certain precedent would 
require bad reasoning or would work an unfortunate result, one 
inimical to the social need involved, the precedent is disregarded 
and an exception to it thereby created. A sufficient number of 
exceptions in time demonstrates the fallacy of the rule of law; 
and the consequent destruction of a sufficient number of rules 
of law in time causes the postulate or general principle to be 
recast. Such being the theory of law, law may be considered a 
science. But no human being can foretell how rules of law will 
be interpreted by individual judges, who are experts selected by 
the law—not to make it. Given nine judges, all trained to reason 
and all admitting, for instance, the rule of the exact science 
geometry that the angles of a triangle are equal to two right 
angles, five may construe a rule of law diametrically opposite 
to that in which the four others construe it. Hence law, although 
a science, cannot be said to be an exact science—a conclusion 
admitted ever since the attempt to petrify justice in the Twelve 
Tables of Rome. 

Law must be distinguished from litigation. The latter is 
resolvable into a syllogism, the major premise being the propo- 
sition of law and the minor premise the statement that a particu- 
lar case comes under that proposition of law. In the question 
whether or not law is a science, only the first or major premise is 
involved. The proving of the minor premise, or what is called 
the practice of law, may be admitted to be an art. 

Now is accountancy a science or an art? It is frequently 
called a science. Charles Waldo Haskins, in an address before 
the Massachusetts Society of Public Accountants, June 14, 1900, 
said, “ Accountancy . . . isa science, an erudition; and not, 
as some have seemed to suppose, a mere collection of approxi- 


* ‘The Provinces of the Written and the Unwritten Law,” James C. Carter, p. 11. 
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mative and hardly certain rules indicated by observation and 
intuition, and to be applied with tact and wariness.” ‘“ Account- 
ancy to-day is peculiarly one of the most complex, definite and 
positive of the sciences,” says a recent writer.* A curious 
description of both merchants and accountants as “ scientific 
persons ” is found in an English statute: 


It shall be lawful for the said court, or any judge thereof, in such way 
as they may think fit, to obtain the assistance of accountants, merchants, 
engineers, actuaries, or other scientific persons, the better to enable such 
court or judge to determine any matter at issue in any cause or pro- 
ceeding, and to act upon the certificate of such persons. f 

Sometimes science and art are confused, as by a speaker at 
the first annual dinner of the New York State Society of Certi- 
fied Public Accountants, in 1897, who is reported to have said 
of bookkeeping, “ Time was when, under this heading, every- 
thing pertaining to entries in books was included; but we have 
come to recognize the difference between the mechanism and the 
art—between the skill of properly recording and balancing and 
the science of technical examination and development. ‘ Book- 
keeping’ is still the name of the one, but ‘accountancy’ is the 
title of the other.”” Mr. Haskins, in his address quoted above, 
further said that the accountant is a bookkeeper “in the sense 
that he thoroughly understands the ins and outs_of that art.” 
That is, Mr. Haskins considered accountancy a science and book- 
keeping an art, the latter conclusion having the endorsement also 
of J. Row Fogo. t 

Now, in truth, isn’t the situation exactly the reverse? Double 
entry bookkeeping surely is a science—one of applied mathe- 
matics—which seems to be the point of “The Philosophy of 
Accounts,” by Sprague. From an investigation of truth, it pre- 
sents all our present knowledge of the workings of known rules, 
co-ordinated and systematically arranged, and from its funda- 
mental concepts we can by reasoning deduce rules for novel 
situations, as, for example, those covering controlling accounts. 
But can this be said of accountancy or of either of its two divi- 
sions, auditing and systematizing? Auditing is essentially prac- 
tical work. It cares nothing about the general body of truth, and 
it conducts no investigation for the sake of general knowledge. 

*‘*The Accountant as an Expert Witness,’’ Jour. Accy., Vol. I, p. 00. 

+ 15 and 16 Vict. c. 80, XLII (1852). Under this statute, professional accountants 


were regularly employed. In re London, etc. Ry. Co., 6 Weekly Reporter 141, (1857). 
t ‘‘History of Accounting and Accountants,’’ Richard Brown, p. 93. 
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Its purpose is solely to determine the results of operations based 
on the science of bookkeeping. The knowledge furnished by 
this science is employed but only a faculty is required to apply it 
and to construct the conclusion desired. Systematizing is a far 
cry from a co-ordinated statement of our present knowledge of 
any subject. Nothing could be more purely constructive. It is 
the building of a mechanical scheme of books and accounts so 
that the laws of the science of bookkeeping may act freely upon 
the recorded transactions. If this reasoning is sound, account- 
ancy would seem to be an art. 

How then can be explained the contrary opinion cited above? 
A possible explanation lies in the fact that accountancy, like 
every other art, is based on a science.* When accountancy was 
called a science, the matters were possibly the reasoning of eco- 
nomics which bears a certain relation to accountancy; but 
undoubtedly the theory of accounts, which in the main is not the 
theory of accountancy but is the science of accounts, or book- 
keeping, and what is known as the theory of auditing, namely, 
the more or less definite rules for the conduct of audits, which 
insure discipline in the use of the knowledge furnished by the 
science of bookkeeping. But accountancy itself is something 
distinct from the science upon which it is based and the rules 
which it lays down. 

If accountancy were a science, there would not be in the prep- 
aration of students for practical work as accountants the diffi- 
culty which is admitted to exist, a difficulty commonly revealed 
by the graduate-novitiate’s awkwardness in meeting actual situ- 
ations. For, “Science . . . can be taught; but art must be 
learned in practice. Granted a good mind in teacher and student, 
the facts and laws of science may be given over from one mind 
to another; but the most that a teacher of art can hope to 
accomplish is to suggest and stimulate activity and, by the spar- 
ing use of criticism, correct faults, while the art must be acquired 
by the student solely through his own efforts and activity.”+ 
The application of this idea to accountancy has been made by 
J. E. Sterrett.{ The fact that one’s development as a practical 
accountant is conditioned first upon a training in theory is evi- 
dence of the truth of the statement made above that perfect art is 

* ‘System der Philosophie,” von Wilhelm Wundt, Get). Pp. 32. 


t ‘‘The Use of the a Edward Howard Griggs 
} ‘‘The Education and Training of aC. P. A..,’ sy Asey.. Vol. I, p. r. 
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based on perfect science. An analogy has often been drawn by 
writers between accountancy and architecture. This analogy 
could not for an instant be sustained if accountancy were a 
science, for under the definitions of science and art offered above 
architecture is a perfect example of an art. It is “ building 
raised by certain aesthetic qualities to the rank of art as dis- 
tinguished from purely utilitarian or mechanical building.” 

Further, it may be asked why accountancy as well as liti- 
gation may not be stated as a syllogism with its major premise 
the theory and its minor premise the statement that the particular 
case as revealed by the audit or system work comes under that 
theory; in other words, why accountancy is not a science and 
the practice of it an art. A glance at the history of accountancy 
suggests a reason. We are told that accounting in the sense of 
bookkeeping has a very respectable antiquity. Such accounting 
was of course not the accountancy we know to-day, but was 
bookkeeping, a practical art. From that art sprang the science 
of double entry bookkeeping in the fourteenth century, a science 
which we still have, changed only in the content of its “ present 
knowledge.”’ Accountancy probably dates back only to 1720, 
when one, Charles Snell, conducted a Parliamentary investiga- 
tion into the affairs of the South Sea Company after the burst- 
ing of the Bubble.* Indeed, there is authority for stating that 
the profession is only fifty years old.t From the time of its 
inception to this day, the art of accountancy has been developing, 
acquiring a theory as it has grown, which theory is of course a 
science; but this scientific theory of accountancy is absolutely 
dependent on its art and inseparable from it, its only use being 
the guidance of the accounting faculty. Therefore, because it is 
a subsidiary thing, it cannot be made a major premise; and thus 
it differs from law, which exists independently of its practice, 
and can live without practitioners.t 

Finally, if it be asked what is added to our knowledge of 
accountancy and what practical advantage is served by raising 
the question whether accountancy is a science or an art, it may 
be answered that an inquiry for the sake of truth should be its 
own excuse for being, and that accountancy which deals exactly 
with its material should deal exactly with itself. 

* For a description, see ‘‘Professional Accountants,” Beresford Worthington. 


t ‘‘History of Accounting and Accountants,” Richard Brown, p. 314. 
t ‘‘First Book of Jurisprudence,” Sir Frederick Pollock, p. 8. 
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An analysis of law’s relation to accountancy shows a four- 
fold contribution, and a certain check or prohibition. Law fur- 
nishes accountancy with a fertile field of labor; it guides that 
labor by laying down rules for its performance; it assists in 
performing the labor; and, finally, it regulates accountancy’s 
practitioners. Formerly, before the present day accountancy 
was conceived, law furnished a field of labor directly by making 
the auditor an officer of the court, as in the ancient action of 
account, thus including a certain part of the accounting field 
within its own limits. To-day, the field is furnished indirectly 
by law’s demand for theories and facts which can be established 
only by accountancy, a demand that is far reaching and is found 
in all kinds of proceedings, as for instance in the control of 
guardians of incompetents, in the adjustment of partnership and 
corporation affairs, in the dissolution of relations voluntarily, in 
bankruptcy, or by death, in the fixing of liabilities on obligations 
such as mortgages and judgments in supplementary proceedings, 
and in the working of systems prescribed by law, as in railroads, 
banks, insurance companies, and municipalities. Altogether, 
accountancy is greatly indebted to law for this contribution. 


In the guidance of accountancy concerning matters which 
might be supposed to lie wholly within its province, law affects 
accountancy in a forceful way found in its relation to few of the 
other professions. This is due to the fact that accountancy deals 
with concerns which are governed, of course, by the higher 
authority of law, and hence we find that the circle of account- 
ancy, while not concentric with the circle of law, marks off a 
certain portion of it. Because the most direct regulation of busi- 
ness by law is found in its prescriptions for the corporation, 
the law’s creature, we find that this portion contains chiefly 
matters of corporation practice, and as the tendency to conduct 
business by means of the corporation increases, this portion 
grows in size and law exerts a wider range in its guidance of 
accountancy. In many instances to-day, accountancy is told 
what may be debits and credits, and thus ceases to exercise its 
own function, even to the point of going counter to its own prin- 
ciples of sound accountancy in obeying the dictates of law. In 
dealing with special kinds of industries, such as railroads, banks, 
and insurance companies, accountancy finds specific directions, 
not only as to the form of the statements it must prepare but 
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also as to the charges and credits to be made and allowed in the 
daily accounting by the client, covering such matters as loco- 
motive, car and train mileage, the crediting of accrued income 
to profit and loss, and the distribution of unearned premiums. 
With a municipality for a client, the accountant finds even 
more exacting regulations, and when the accounts under exam- 
ination are those of an executor or administrator, the charges 
and discharges are almost wholly subject to judicial review. 
But general corporation practice reveals dictation by law that 
is surprisingly extensive. There are rules governing capital, 
capital stock and share capital, decisions whether or not unissued 
shares of stock constitute an asset of the corporation, and, if 
they be subsequently issued at a premium, whether or not that 
premium may be distributed at once in dividends; cases covering 
the question how to account for appreciation and depreciation of 
capital assets, and the consumption of them, as in mining proper- 
ties; in a word, laws and decisions controlling practically the 
whole accounting in the distribution of capital and income. 
Since law has prescribed these rules, and since rules of law 
can best be read by law’s practitioners, it follows naturally that 
accountancy must call upon law for the determination of some 
of the questions arising under these rules. The assistance 
rendered to accountancy in answer to these questions is the 
third contribution by law, and is found in certificates of counsel 
issued to the accountant. In this connection some interesting 
questions may be asked, for which there is no opportunity here 
to suggest answers. If an accountant is paid for rendering an 
opinion on a matter which, although it arises during the per- 
formance of accountancy work, is squarely a question of law, 
is he responsible to the client for its correctness, or is his act 
so clearly ultra vires that the client has no right to rely upon it? 
On the other hand, is the accountant in rendering that opinion 
amenable to the State for practicing law when not an admitted 
lawyer? It has been suggested that it is the accountant’s duty to 
inform the client, if a corporation, whether any of its practices 
are ultra vires: if a trust company is lending money on un- 
secured, unendorsed, or one name paper, is it the duty of the 
accountant to determine whether or not this practice is ultra 
vires; and if so, shall he procure a certificate of counsel on this 
point? In rendering an opinion in accountancy based on a 
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premise in law, when is the accountant justified in relying on his 
own judgment in the determination of that premise, and when 
must he secure certificate of counsel? 

The final contribution of law to accountancy is the regulation 
of its practice, which involves the certification and registration of 
accountants, the recognition of accountancy as a profession, and 
the definition of the accountant’s relation to his client. So much 
has already been written about the Certified Public Accountant 
laws in the United States, that further discussion of them is 
unnecessary here. So also with the recognition of accountancy 
as a profession, but this recognition by the law carries with it a 
certain warning, which should be heeded by accountancy. The 
accountant is a professional agent because he holds himself out 
as ready to serve the public generally. When one employs such 
an agent, the law infers that he intends the employment to be 
regulated by the usages and customs pertaining to it; hence the 
profession should be most cautious in the formation of such 
usages and customs, for it will be bound by them later in its life. 
To illustrate, an English case held that on strong evidence of 
usage an accountant might charge the same rates for his clerks 
as for himself, even during such portions of the time as he 
himself was not personally engaged in the work.* Hence, when 
it is once established, the modern custom of charging per diem 
rates of $25 for the accountant and $15 for each assistant will 
govern an engagement in the absence of express agreement to 
the contrary. And under this custom, the usage of observing 
the office hours of the client would have a similar effect. Given 
a mill-owner client, whose office hours are from seven to six, 
an accountant who works with ten assistants from nine to five, 
and no agreement between the two except a general engagement 
at per diem rates, the accountant must forfeit just $52.50 a day, 
or about one-third of his fee, in consequence of not observing the 
client’s ten hour day. 

The professional duty of the accountant to his client has often 
been passed on by the courts. It has been said that the auditor 
is not an insurer, that he does not guarantee either that the books 
of the client correctly show the latter’s condition, or even that 
his own balance sheet is correct according to the books; for in 
case he were deceived by the fraudulent concealment of certain 


* Price v. Hong Kong Tea Co., 2 Foster & Finlason 466, (1861). 
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books, either guarantee would make him responsible for error, 
even though he exercised reasonable care in the audit. One case 
states that his duty is to be honest in not certifying to what he 
does not believe, to be reasonably skillful, and to exercise care 
which shall be reasonable under the circumstances of the par- 
ticular case, recognizing that tests are in some situations all that 
he can give the client. Another court holds that the auditor 
should not be liable legally for failure to detect ingenious and 
carefully laid schemes of fraud when there is nothing to arouse 
his suspicion. “So to hold would make the position of an 
Auditor untenable.” On the other hand, it has been ruled that he 
must not confine his audit merely to the verification of the arith- 
metical accuracy of the books, but that he must take reasonable 
care to ascertain that they fairly reflect the position of the client. 
“Unless he does this, his audit would be worse than an idle 
farce.”* Such are the principles governing the accountant’s 
relation to his client, in accordance with which law would con- 
strue his certificate, except where that document might be 
worded so expressly that little room for construction would be 
left. 

In the prohibitive relation of law to accountancy, law con- 
tinually holds a check on accountancy, which may materially 
affect the development of the latter profession. This check is 
found in litigation which can be made a crucible for the refining 
of accountancy. The check seemingly has not as yet been 
applied to any great extent, probably because accountancy as a 
young profession has not cared to risk the application of it, 
and accordingly, has capitulated in many instances; but there 
is no reason to doubt that it will be applied in the future, and it 
may be looked for in actions by the client against the accountant 
for malpractice, by the accountant against the client for fees, by 
a third person who has relied on the certificate against the 
accountant, or by a third person against the client, or vice versa, 
with the accountant as an expert witness. In any one of these 
actions, a bar educated in accountancy could expose certain 
weaknesses known to all accountants. These weaknesses, in 
so far as they consist of unskillful, though certified accountants, 
are unavoidable and can be overcome, only in part, by the sur- 

* For this summary, indebtedness is acknowledged to Mr. Francis W. Pixley. Itvis 


based without verification of his authorities on his address at the World’s Fair Congress of 
Accountants, held in St. Louis, in 1904. 
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vival of the fittest; but to the extent that they comprise question- 
able practices, some of which are essentially “ bluff,” they can be 
wholly stamped out, and accountancy can be made a purer and 
more useful art, and more helpful in the development of business. 
Some of these weaknesses have been very forcefully stated in an 
English book cited above in another connection.* 

Of the four contributions of law to accountancy, only the 
guidance of accountancy’s work and the regulation of its prac- 
titioners are provided by law proper, or the science of law; prac- 
tically the whole of the field of labor and the assistance in per- 
forming that labor are supplied by the art of the practice of law. 
So of accountancy’s contributions to law, two are to the science 
of law and one is to the art of law’s practice. Those to the 
science of law are the furnishing of theories of business con- 
trol and administration and the rendering of assistance in fram- 
ing certain legal terminology; that to the art of law’s practice 
is the opening of an avenue of fact or the use of accountancy in 
procuring evidence. 

It is inevitable that first contribution to law should come from 
the only profession dealing directly with business control and 
administration. Of course business theories were enunciated 
long before accountancy came into being because law has had to 
deal with business since business began, but this contribution 
of accountancy is found in the modification of these theories to 
meet the modern needs of business. The most marked instances 
naturally occur in the matter of the corporation and concern 
chiefly questions of capital, and principal and income, To trace 
accountancy’s influence on specific rules of law would be inter- 
esting but quite beyond the possibilities of this article. Note may 
be made, however, of the matter of amortization of premium 
and discount on bonds purchased by a trustee for a life tenant 
and a remainder man, a case in which the New York law was 
in a state of confusion until sound accountancy principles were 
applied in the recent decision of the Court of Appeals of that 
state in The Matter of Stevens, 187 N. Y., 471. The fact that 
the court in that case was divided four to three shows that 
accountancy’s influence is by no means at its zenith. The assist- 
ance that accountancy renders in framing part of law’s termi- 
nology stands substantially on the same ground. There are the 


* ‘‘History of Accounting and Accountants,’ Richard Brown, p. 339. 
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distinctions among the terms “ capital,” “capital stock,” and 
“share capital,” and between the subscription to stock and the 
purchase of it from the corporation, distinctions which are of 
the utmost value in providing media of exchange for account- 
ancy and law. Then there are the definitions of goodwill, fixed 
assets, funded debt and floating indebtedness, fixed charges, sur- 
plus and deficiency. In making these contributions to the science 
of law, accountancy acts both directly and indirectly; directly 
through accountants as expert witnesses, indirectly through the 
suggestion of ideas to bench and bar, both of which are growing 
to recognize that the specialization of accountancy makes it more 
competent to deal with these matters than either of them. This 
influence moves in a circle, accountancy proposing the idea and 
law molding it into a rule which in turn binds accountancy. 
Hence, a heavy responsibility rests on accountancy not to incul- 
cate in law unsound rules through which the profession of the 
future would be saddled with mistaken conceptions. 


In accountancy’s contribution to the art of the practice of 
law, the direct influence is the appreciable one. Much has been 
written about the use of accountancy in evidence but there is 
at least one distinction that has not been drawn. Books and 
records themselves often are introduced in evidence. A simple 
case is one involving the shop book rule, under which books 
kept in certain occupations are admissible to prove small trading 
items, provided the shop keeper had no clerk who might testify. 
A more complex situation is that in which are admissible book 
entries made contemporaneously with the transactions in the 
regular course of business by a bookkeeper whose only knowl- 
edge was from’the reports or memoranda made by salesmen or 
teamsters. But be the case simple or complex, accountancy does 
not seem to be involved; the assistance rendered here is by book- 
keeping alone. Practically the only use made of accountancy 
by law in this connection is through the expert. He is employed 
either to investigate facts before the trial, as for instance to 
determine whether a certain reserve is proper against an income 
bond holder or whether the earnings of a railroad are such that 
a rate regulating statute would operate to deprive it of its 
property; or he is employed to present to the court conclusions 
which only an accountancy expert could draw from facts already 
in evidence, as for example the effect of certain book entries on 
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the business condition of the person making them. Hence many 
avenues of fact opened by means of books and records are not 
contributions by accountancy. Sometimes accountancy aids law 
through the disclosure of unsuspected evidence. For instance, 
in the course of an audit, it might be discovered that A has 
signed notes of the X Company as president when in fact B was 
president. Here a case of forgery could be made against A, 
which could not have been considered had not accountancy 
turned up the evidence. 

Thus may be defined the new reciprocity of accountancy and 
law. For the future, more and more will the two professions 
be called on to co-operate in the constructive movements of 
business organization and legislation. No longer can the lawyer 
be the sole adviser of the organizing or reorganizing industry 
or of the legislative committee contemplating business enact- 
ments. His function is still to declare what may be done, but 
the accountant must have equal voice in advising what can be 


done. 





Bond Values From Another Point of View. 


By Artuur S. LITTLE. 


St. Louis Merchants Bridge 6’s run 40 years from Febru- 
ary I, 1889, but contain a clause giving right to redeem at I10 
on or after February 1, 1909, and several years ago certain con- 
ditions arose which made it seem to be a foregone conclusion 
that this option would be promptly exercised. About the same 
time a firm of bond dealers who happened to have some good 
sized orders in these bonds requested me to make a few calcu- 
lations for them, showing what rate of income the bonds would 
afford at the prices that were then prevailing, working on the 
theory that the bonds would be called at 110. This was the 
nucleus of an extended set of calculations of this character which 
were later published and offered to the public. The issue being 
small and the bonds closely held, the market for such a publi- 
cation of course proved very limited. On the other hand they 
were as far as I know the first bond values of that kind that had 
ever appeared in print, and their unusual nature seemed to 
awaken more or less interest among many who had them brought 
to their attention; in fact I have some reason to suspect that 
several orders that I received (the price was nominal only) were 
prompted by curiosity rather than any real need for the tables. 

These particulars of an unimportant and purely private mer- 
cantile enterprise are of course not supposed to be of interest 
to any one, and I have merely cited this incident as a convenient 
and concrete statement of a general proposition, viz., the 
valuation of bonds that are expected to be redeemed before 
maturity at a definite premium, believing that some new lines 
of thought on the subject in keeping with my text may be found 
in a detailed analysis of a representative portion of the tables 
referred to, which I shall endeavor to make by answering in full 
a few questions that were put to me at that time. 

As I recall them they were mainly of this nature: 

“Are they right?” 

“Can they be right; i. e. yield a uniform rate with return 
of principal under these unusual conditions? ” 

“How am I, who know nothing about your ‘seven place 
logarithms ’ to satisfy myself that they are right?” 

“How did you figure them?” 
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The following are the values that appeared in the 4 per cent. 
income line: 
Aug. Feb. Aug. Feb. Aug. Feb. Aug. Feb. Aug: 
1908 1908 = 1907 1907 1906 1906 1905 1905 1904 
110.78 III.§5 112.3% 113.05 113.77 114.48 115.18 115.86 116.53 


Assuming that an investor has on August 1, 1904, bought 
$100 of these bonds at 116.53, we will now proceed to show 
without resorting to any Black Art * tactics that the tables are 
“ right ” and that the bond will “ pay ” him 4 per cent. 


But there is no use in attempting, for it cannot be done— 
at least in a straightforward manner. His head is too filled with 
the following false concepts: 


That he has just bought a bond for $100; 

That he has paid a premium of 16.53 per cent. therefor ; 

That the bond bears 6 per cent. ; 

That a premium of 10 per cent. will be paid him; 

That every six months he will collect $3.00 “ interest.” 

And as long as he is in this frame of mind there is as much 
chance of making him see where the 4 per cent. comes in as there 
is of setting the American people right in their perverted con- 
ception of the significance and circumstances connected with 
Vanderbilt’s “ The public be damned.” 


* * * * * * * 


One time there was a man who after having made a series 
of losses through speculation, decided to quit the market entirely, 
and upon closing out all his trades found himself indebted to his 
brokers to the amount of $5,826.50. He was not in a position 
to pay this amount all at one time, but a mutually satisfactory 
agreement was made by which he deposited with them as 
security $6,000 choice 5 per cent. municipal bonds that he owned 


*The average popular conception of LOGARITHMS. This deplorable and wide- 
spread ignorance of such a simple and important matter is due almost entirely to the 
contemptible modern educational methods. Full attention is given to teaching the life 
and works of Robert Southey; no end of the precious time of young folk is wickedly wasted 
filling their minds with a worthless and soon to be forgotten smattering of Greek; their 
growth is stunted, their lives shortened and classes broken up with the horrors of Cube 
Root, ‘‘Partial Payments” and other useless and impractical matters, and any time that 
may remain is fully taken up with attempted interpretations of hasheesh dreams concerning 
bounding hares and leaping greyhounds, or cisterns with seventeen drain pipes of varying 
diameters. Thus is the future generation of men and women allowed to enter life and grow 
up, live and die in absolute ignorance of this divine gift to mankind, which deserves to 
rank with the mariner’s compass or the ye as a factor in the advancement of 
civilization, progress and enlightenment. Neverthe about the least distorted conception 
of the subject, even among intelligent and educated ple is that to understand or use 
logarithms, a complete collegiate course in higher mathematics is essential; which is about 
as correct as the statement that a profound knowledge of chemistry is necessary in order to 
be able to scratch a match and light a fire! 
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and did not wish to sell. It was also agreed that until further 
arrangements were made he was to be charged interest on 
balances at the rate of 4 per cent. per annum compounded semi- 
annually, and that the proceeds of the semi-annual coupons from 
the municipal bonds were to be placed to his credit as collected. 
It happened that these coupons matured on the same dates on 
which interest was charged; consequently after matters had run 
along in this manner for 4% years his account stood as follows: 


$5,826.50 
58.26 | 
58.26 f 
150.00 


$5,793.02 
57-93 
57-93 
150.00 


$5,758.88 
57-59 
57-59 
150.00 
$5,724.06 
57-24 


57-24 
150.00 


$5,688.54 
56.89 
56.89 
150.00 


$5,652.32 
56.52) 
56.52 § 
150.00 

$5,615.36 
56.15 
56.15 
150.00 


$5,577-66 
55-78 } 
55.78 
150.00 

$5,539.22 
55-39 | 
55-39 J 
150.00 


$5,500.00 


Balance 

Interest for 6 months at 4% 
Less cash 

Balance 

Interest for 6 months at 4% 
Less cash 

Balance 

Interest for 6 months at 4% 
Less cash 

Balance 

Interest for 6 months at 4% 
Less cash 

Balance 

Interest for 6 months at 4% 
Less cash 

Balance 

Interest for 6 months at 4% 
Less cash 

Balance 

Interest for 6 months at 4% 
Less cash 

Balance 

Interest for 6 months at 4% 
Less cash 

Balance 

Interest for 6 months at 4% 
Less cash 

Balance 


Meanwhile he had been receiving statements regularly, which 
he had verified, and upon the receipt of the last one, being struck 
with the coincidence of his balance reducing to a round amount, 
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he took advantage of an opportunity then offered to dispose of 
$5,500 of his bonds at par flat net, and thus extinguished his 
indebtedness. 

Now, except for detail, the foregoing was an entirely com- 
monplace case, and the principles of accounting that were 
involved were of the most elementary nature. The rate of inter- 
est and frequency of compounding were first agreed upon; after 
that the man was charged interest on what he actually owed. 
He at all times had the privilege of making deposits of any 
amount and stopping interest to that extent, and it merely hap- 
pened that he deposited uniform amounts at regular intervals. 
The position occupied by the brokers was that of a money 
lender, or what is the same thing—an investor. They lent their 
customer $5,826.50 and did not even know when, how soon, or 
in what or how many installments it would be repaid them, but 
where is the accountant, or “reinvestment” apostle even who 
would undertake to say that the account did not “pay” the 
brokers 4 per cent., compounded semi-annually? Is it necessary 
for us to know what disposition the brokers made of the several 
sums they retained as they collected the coupons from the bonds 
they were holding as collateral, or is it none of our business? 

This amount $5,826.50 is what $5,000 of these bonds would 
have cost at 116.53, and if each item in the account be divided 
by 50 we will have the following: 























$116.53 $113.05 
1.17 1.13 
1.17 1.13 
3-00 3-00 
$115.87 $112.31 
1.16 1.12 
1.16 1.12 
3-00 3-00 
$115.19 $111.55 
1.15 1.12 
1.15 1.12 
3-00 3-00 
$114.49 $110.79 
1.14 1.10 
1.14 1.11 
3-00 3.00 
$113.77 $110.00 
1.14 
1.14 
3-00 
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which is the correct record of the purchaser of the $100 Bridge 
bond would have had of his investment, if he had done what is 
imperatively necessary for any and every one to do who buys 
bonds at any other price than par, viz: KEEP BOOKS! 
Instead of buying a $100 bond he lent INVESTMENT $116.53, 
which was charged to its account. Feb. 1, 1905, six months 
interest was due, which was promptly charged up, making the 
balance due $118.87. The same day, however, INVESTMENT 
called and made a deposit of $3.00, which was placed to its 
credit, leaving a net balance of $115.87. This is the tabular 
value of the bond when having four years to run, hence thus 
far we have a complete reconciliation of INVESTOR’S books 
and the tabulated values, and it would be a waste of time to go 
on and show that this may be continued to the end, at which 
time INVESTOR’S books would show that INVESTMENT 
owed him $110. 


There is absolutely no particle of difference between the 
case of the advance of the brokers and the purchase of this 
$100 bond, except the fifty-fold ratio of the amounts involved. 
In each case there was a gradual repayment of principal, but 
a uniform rate of interest received on the principal outstanding, 
and the interest was collected, not in cash, but by bookkeeping. 


Having now satisfied ourselves that the tables were “ right ” 
we will consider the manner in which they were computed, 
for there is no denying that an unusual feature is involved, and 
that it is at least necessary to make some modification in the 
usual methods for valuing bonds. 


The purest and most logical method of all is to totally 
banish all such confusing and misleading ideas as 6 per cent. 
interest, 10 per cent. premium, $100 bond, etc. and regard it as 
being what it really is, viz., a batch of non-interest bearing 
promissory notes, maturing as follows: 


$110.00 Feb. 1909 
.00 Feb. 1909 
.oo Aug. 1908 
.00 Feb. 1908 
.oo Aug. 1907 
.00 Feb. 1907 
.oo Aug. 1906 
.00 Feb. 1906 
.o0 Aug. 1905 
.00 Feb. 1905 


WWW Ww WwW ww 
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Their aggregate face value is $137, which is their FUTURE 
WORTH, * but as we are now at August I, 1904, and as it will 
be from 6 to 54 months before all this fruit will be ripe, we are 
more interested in knowing their PRESENT WORTH, which 


proves to be as follows: 
83675526 
8367552 


836755 
836755 
836755 


853490 
853490 
853490 


870560 
870560 
870560 


887971 
887971 
887971 


9°573° 
9°573° 
995730 


923845 
923845 
923845 


942322 
942322 
942322 
961168 


961168 
961168 


980392 
980392 
980392 


116529777 


This is the theory upon which these tables were “ figured,” 
although a much more expeditious method was employed for 
calculating the different Present Worths and afterwards ascer- 
taining their sum, which said more expeditious method owed 
FUTURE WORTH when Union Pacihe Convertible v's crossed rag of thereabonte ie on 


upward movement. The flat market price was aes equal to the ‘ace value of the bond 
ond all of its coupons, representing an o% basis. 
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its existence solely to the fact that (with one exception) the 
notes happened to be for uniform amounts, and also matured 
at regular intervals. The tabulated matter shown above is not 
a calculation at all unless an intelligent use of the repeat key of 
an adding machine and the proper locating of the decimal point 
be designated as such. The various sequences of digits that 
appear were copied exactly as they were found in Reussner’s 
True Discount Tables, and the total that the machine yielded 
certainly warrants the assertion that the tables are still “ right.” 
In fact the expression, “ The tables were right” is now ambig- 
uous, as it is the Point of View only that determines which tables 
are referred to—the Bridge Bond Tables, the True Discount 
Tables, or Vega’s Logarithms; indeed if a reciprocally mutual 
verification club is to be formed, even the adding machine could 
probably present some very strong claims for admission. 

There is another totally different manner of regarding the 
subject; equally sound and affording the same final results, and 
this plan, although a little inconvenient, nevertheless possesses 
the advantage that the valuation sought may be derived from 
tables for ordinary bonds; whereas nothing could be done by 
the former method if logarithms or Present Worth tables were 
not available, except at the cost of a prodigious amount of 
arithmetical work, if the time to run exceeded a few years. 

This bond is not a $100 bond at all, but a $110 bond, and for 
it to be 6 per cent. the coupons should be for $3.30. They are, 
however, for $3.00 only; hence it is not a 6 per cent. bond, but 
a bond at some other, and of course lower rate, which is found 
by division to be 5.4545 plus per cent. To be sure no published 
tables are to be found that give the values at sight for a bond 
bearing such a cash rate, but we can derive the proper value 
therefor in the same manner as we would for a 3.65 per cent. 
or a 9 per cent. bond. Consulting the ordinary tables we find: 


Value for a 5 per cent. bond 
“cc sé 4 ‘é “cc 


Difference 


This 4.0811 is the constant difference representing a change of 
I per cent. in the cash rate when the basis is 4 per cent. semi- 
annual, and the time to run 4% years. By subtracting same from 
par we would have the value of a 3 per cent. bond, and by adding 
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it to 104.0811 we would have the value for a 6 per cent. bond, 
hence it is evident that if we add ‘5° thereof to 104.0811 we 


should obtain the value for a 5.4545 plus per cent. bond. Per- 
forming this multiplication, and using a liberal amount of deci- 


mals in the repetend we obtain ................ 1.8550 
Add value of 5 per cent. bond ............. 104.0811 
Value for a 5.4545 plus per cent. bond ...... 105.9361 


which will no doubt be quite a disappointment to those who 
fully expected that the result to be obtained in this manner 
would be in the neighborhood of 116%. 

However this value of 105.9361 is correct. The 104.0811 that 
we found in the tables did not mean that a bond for $100 was 
worth one hundred and ;“ dollars, but on the contrary was 
an abstract ratio on a scale of 100, to be multiplied into the face 
value of the security it was desired to evalue, and consequently 
was equally applicable to a real estate note for $3,864.93 or a 
£200 Mexican bond, and the same may be said of the 100.0000 
that was the value for a 4 per cent. bond. Inasmuch as we were 
working with abstract ratios, the 105.9361 that we derived from 
the 104.0811 and the 100.0000 is also *CS8**! and not $105.9361 ; 
neither was the 116.53, $116.53, but 4 and to find in 
dollars and cents the actual cost of a $100 Bridge bond, August 


: 11¢53 — 
I, 1904, we must perform the operation of + X$100= 


$116.53. 

What we now wish to know is the actual cost in dollars and 
cents of a 5.4545 plus per cent. bond for $110; hence we perform 
the operation: 

ieee «=X SIIO=$116.5297. 


The tables are still “ right.” 

There is yet another way of looking at the problem—the 
most expeditious of the three, and still possessing the virtue of 
being untainted with any usual assumptions or presuppositions 
regarding sinking funds or reinvestments respectively. This 
bond is not a straight 40 year bond, but a 20-40, and as it is 
selling above par, we must assume that it will run the minimum 
time, hence its value, according to the ordinary tables is, 108.1622 
But we are working on the theory that whoever owns 
this bond when it is paid off is to receive a present of 
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Io per cent., and the right to receive this present is 
always vested in the bearer. If we were at February 1, 
1909, this present would be worth Io per cent., but as 
we are 4% years removed from that date, and as we 
have valued our money at 4 per cent. semi-annual, we 
should do likewise in appraising this bonus; hence its 
present worth is its PRESENT WORTH,* which is, 


Total value of bond 


* i. e. The worth of the present at present. 


8.3676 














Prerequisites for Accountancy Practice. 
By Norman E. WEBSTER, JR., C. P. A. 


What is necessary to become a member of the accounting pro- 
fession? At present there are about a dozen states which have 
enacted legislation, regulating to a greater or lesser degree the 
practice of public accountancy. Other legislation has been 
secured, defining in some measure the manner and extent of the 
practice of accountancy in certain lines—as municipal reporting, 
bank auditing, etc. The administrative details connected with the 
certified public accountancy legislation have been reposed in 
State Boards or State Universities. In Great Britain these func- 
tions are exercised by recognized organizations of accountants. 
These bodies are authorized to grant certificates or to confer 
degrees. Certain schools having more or less complete courses 
in commercial branches offer degrees upon completion thereof, 
either specially designated as related to such courses as Bachelor 
of Commercial Science, or Bachelor of Commerce, or the more 
general degree of Bachelor of Science. 

But whatever the body granting the certificate or degree or 
other recognition, and whatever the form in which it is conferred, 
it is based upon some previous tests of the applicant’s fitness for 
such recognition ; and whatever of value the certificate or degree 
brings to its possessor results from and is proportioned to the 
estimation in which such tests are held by the interested public. 
It is the nature, extent and severity of these tests which interests 
all who have any concern for the profession and practice of 
accountancy. 

The persons interested in this subject may be conveniently 
grouped in four classes: First, the prospective practitioner, to 
whom the scope and severity of the tests may mean his admission 
to or exclusion from the profession; second, the present members 
of the profession, whose interest lies not in the exclusion of all 
competition, but in the exclusion from competition of irresponsi- 
ble and poorly qualified practitioners ; third, the employing public, 
who cannot take the time, even if they had the machinery to deter- 
mine the professional equipment of those whose services they 
propose to secure; and fourth, the general public, who also have 
an interest in the extent to which reliance may be placed on 
accountants’ certificates when attached to the statements issued 
by public or quasi-public corporations, or those whose securities 
are offered to the general public. 
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All these are interested in knowing the nature and extent of 
the accountant’s qualifications for properly executing the trusts 
reposed in him, Such qualifications will consist of general educa- 
tion, technical education, experience and professional ethics. In 
those states where accountancy legislation has been enacted the 
tests thus far applied have been in the form of examinations upon 
the subjects of theory of accounts, practical accounting, auditing 
and commercial law. These are all directed toward satisfying the 
second essential, viz., technical education. Since our general edu- 
cational system has become so nearly standardized as at present, 
it is entirely possible to secure the first essential, viz., general edu- 
cation. This may be fixed at grammar grade, high school grade, 
or collegiate grade, according to the present needs, though ulti- 
mately it should be fixed at not below high school grade. For 
such qualifications the diploma of any recognized high school or 
other equal institution should be accepted; or, in lieu thereof, the 
applicant should be given an opportunity for an examination in 
high school studies. 

The first and second essentials may thus be satisfied by properly 
prepared examinations, but what of the third and fourth? 
Experience and personal integrity are not text book subjects; 
nor is the possession or lack of them discoverable by any sort of 
standard test. The British societies satisfy themselves by their 
system of student clerks or apprentices. The apprentice system, 
however, has never been general in this country. While some 
employers and trade bodies have attempted it, and to some extent 
with success, it does not appear to be in keeping with the spirit 
of this country. Lineage, inherited position and wealth, collegiate 
training, the patronage of the influential, are not without effect 
with us, but they are certainly not indispensable. Should previous 
service with practicing public accountants be a prerequisite to the 
granting of the certificate permitting one to practice as a certified 
public accountant? I think not. We select our physician or our 
legal counselor according to our individual ideas of the impor- 
tance of the matter and the qualifications of practitioners. When 
serious, we seek the most expert advice; when less important, we 
encourage the beginner. The public will do the same in selecting 
its accounting service. The rule that practice must be a prerequi- 
site to certification, and certification an essential before practice, 
is un-American and will not stand as a fence to bar out all but 
those who can enter by the gate of apprenticeship. 
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The Trafic Problems of Interurban Electric 
Railroads. 


By Tuomas Conway, JR. 


The application of electricity as a method of propulsion has 
been one of the most notable achievements of our generation. 
The substitution of the trolley car for the horse car has revolu- 
tionized city life, led to the enormous development of our sub- 
urban districts and entirely changed the possibilities of country 
living. There is no class of people who have not profited by the 
change. The new power has revolutionized the street railway 
industry. The changes which it made in urban street railway 
transportation are generally known. These roads, however, were 
affected less than any other class of lines. Electric power brought 
into being an entirely new transportation agency. The interurban 
road was unknown twenty years ago. In the last two decades 
there has sprung up a great network of these lines, literally grid- 
ironing the country, and each year sees more rapid construction 
than that of any preceding period. The economic basis of these 
roads is a matter about which the public knows practically noth- 
ing. Their traffic problems are either misunderstood or entirely 
unfamiliar to even well-informed men. The attention of inter- 
urban railway officials at the present time is chiefly centered upon 
the solution of these questions if the character of topics discussed 
at their conventions furnishes an accurate criterion. The im- 
portance of the interurban railway industry, the widespread and 
intimate effect which it exerts upon the people of our country and 
the growing importance of its securities as investments warrant 
a careful analysis of the traffic problems of these roads. 

Electric railways can be grouped into four main classes—the 
urban, suburban and interurban systems, and the electrified 
divisions of steam railroads. 

The first, and the type earliest established, is the street car line 
originally operated by horse power, and now by electricity and 
located in cities and large towns. The system almost always lies 
within the city limits, and is generally circumscribed by the 
thickly settled districts. The cars are run at low speeds, making 
stops at every street intersection. 
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The second group is made up of suburban lines radiating from 
the cities through the outlying residential districts. These lines 
either interchange traffic with the urban companies at their 
terminals or operate their cars over the city tracks. The first 
method is generally followed in the large eastern cities because of 
the diversity of ownership of city and suburban lines, and also 
because of the difficulty of handling the much larger and longer 
geared suburban cars upon the narrow and congested city streets. 
The second largely prevails in the West. These suburban lines 
are in no sense interurban roads, although they are frequently 
classed as such. They are rapidly assuming the form of railways 
whose characteristics are drawn both from the city railways and 
the interurban lines. These roads are in the first instance almost 
always located on the public highways. Their speed of opera- 
tion is usually restricted by the demands of safety, enforced not 
only by the fear of damage claims, but by municipal and borough 
regulations. They are also required to take on passengers at 
frequent intervals. Owing to these limiting conditions, suburban 
lines must be content to run at slow speeds and to comply even in 
sparsely settled sections, in a large measure, with the standards 
of operation prevailing upon city streets. Suburban lines are 
usually built to serve outlying communities which have already 
been built up by the steam railroads. They offer a local service 
supplementing the steam lines. Their area of action is very 
limited both because of their slow speeds, which require much 
time to travel a short distance, and owing to the additional handi- 
caps under which they labor in competition with the steam lines 
because of the supplementary journey which the passenger must 
make on the city cars to reach the business district. The largest 
number of these suburban lines are to be found around the large 
cities in the East. 

The interurban electric railway is entirely different from any 
of the classes of lines already described. It is, as its name im- 
plies, a railroad operated by electric power connecting large 
towns or cities and usually operating in competition with the 
steam railroads. It is primarily a passenger railway reaching to 
a large extent localities which the steam railroads do not serve, 
closely following the movements of population, as the steam rail- 
roads cannot follow them, picking up traffic at the various points 
in the town which it traverses and through the country at short 
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intervals along the line, and offering a service whose frequency 
and economy the steam roads cannot equal. It differs from the 
suburban line in that it must secure traffic by offering a faster 
service, which necessitates a different type of construction and 
equipment. 

The fourth class of electric railroads consists of the electrified 
divisions of the steam railroads. These compete for the suburban 
business, and it is likely that as time progresses a number of 
sections now covered by interurban lines will also be served by 
electrically operated trains running on tracks at present used by 
the locomotive. 

The business of the interurban railway can be divided into 
three main classes ; the handling of passenger, freight and miscel- 
laneous business. The last includes mail and express and income 
arising from electric light supplied by these companies. Judged 
from the standpoint of earnings, the passenger business makes up 
almost the entire income of the electric lines. In this the inter- 
urban differs radically from the steam roads. Upon the steam 
railroad systems the receipts from freight traffic comprise almost 
70 per cent. of the gross earnings, while on the electric railroads 
the average receipts from freight are less than one-half of 1 per 
cent. Some idea of the comparative sources of income of the 
steam and electric railroads can be secured by comparing the data 
compiled by the Interstate Commerce Commission for the year 
ending June 30, 1902, with the Census report compiled by the 
Department of Commerce and Labor of the Bureau of Census as 
of the same date. 


: Per. Cent .. Per. Cent 

Gteams of Total. Electric ‘Gf Total. 
Passenger....... $351,356,265 22.12 $233,821,549 94.4 
are 2.42 432,080 0.2 
ee 31,121,613 1.96 401,672 0.2 
Other Car Pass... 8,202,982 -52 303,608 0.1 
ere 1,122,608,471 70.67 1,038,097 0.4 

Sale of 

Other Earnings... 36,729,104 2.31 Electric 7,703,574 31 
Miscellaneous. ... 54,000 .or Current 3,853,420 1.6 


The reasons why 95 per cent. of the income of the electric 
railroads in the United States is derived from the passenger busi- 
ness are partly historical and partly economic. In the first place, 
the major portion of the income of the electric railways is derived 
from the city lines on which it is not possible to maintain freight 
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service. The interurban roads have also been slow to realize the 
possibilities of any other business except the handling of pas- 
sengers. The suburban and even the interurban lines have, for 
the most part, been constructed by men who had street railway 
training, which influenced them to pay exclusive attention to the 
passenger business. To judge of the relative proportions of the 
various classes of business of the interurbans by the census 
figures, which is the only reliable data available, gives an 
erroneous impression because of the overwhelming preponderance 
which the city lines exert in the calculation. 

The passenger business of the interurban roads is mainly long 
distance travel and most of their earnings come from handling 
passengers between the terminal cities. The extent to which the 
intercity travel figures in the gross earnings can be judged by the 
investigations conducted by the Muncie, Hartford and Fort Wayne 
Railway. This company represents a distinct type of inter- 
urban. The tracks are laid from court house to court house in the 
terminal cities, three-fourths of the entire mileage lying 
adjacent to the Lake Erie and Western Railroad. In the cities cars 
are operated only one way, and the tracks of no other company 
are used. In the terminal city of Muncie but four minutes are 
required to run from the court house to the corporate limits, so 
that practically no city service is given. In the total traffic of the 
line during 1904 * the proportion of business furnished by the 
towns was 82.7 per cent. supplied by the rural districts, a ratio of 
nearly five to one. While this ratio may not be as pronounced in 
the case of other roads having a greater proportion of mileage 
in the cities, yet it is conceded that the success of the interurban 
depends upon its ability to develop and retain intercity business. 

In the struggle for traffic with the railroads, the interurban 
possesses important advantages. These lines are essentially local 
affairs and for that reason are able to regard local necessities in 
their competition with the railroads. They depend not so much 
upon rates to get business from the steam lines as upon the 
superiority of their service. 

Because of the greater economy of operation the interurban 
can offer facilities which are impractical for the steam road. On 
the electric railway the necessary power for the movement of 


large cars is taken from a wire or a third rail and is applied 


*This data is the latest accurate authoritative statement which has been published 
It represents the results of a careful investigation. 
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directly to the axles of the cars. On the steam roads, the engine, 
representing with its tender an enormous weight, is required to 
generate enough power not only for its own propulsion, but to 
drag after it a train of cars. Several important consequences 
result from this difference between steam and electric traction. 
First, on the electric railway single cars may be used, taking their 
power as required under such headway as may be necessary to 
accommodate the traffic, while the steam engine must for the sake 
of economy be loaded somewhere near its capacity, so that the 
service is necessarily less frequent than that offered by the inter- 
urban. The steam service under exactly similar conditions is 
much slower because of the great amount of time required to 
start and stop the trains. A single electric car can be stopped in 
much less time than that required to halt an engine, tender and 
three cars of equal size, while in starting, the advantage is even 
greater, the power applied directly to the axle of every electric 
car, getting it in rapid motion before the steam engine has done 
more than start its load. The electric car can, therefore, cover a 
much greater distance in an hour than a passenger train making 
the same number of stops. 

Another very important advantage possessed by the interurban 
is the ability to follow the traffic up hill and down hill, over 
grades which are unsurmountable to a steam railway, up which 
indeed a steam engine could not propel its own weight. A loco- 
motive which for each 1,000 pounds of weight on the driving 
wheel, the standard by which its efficiency is measured, can pull a 
load of 25,000 pounds on the level, can only handle 6,708 pounds 
up a grade of 44.8 feet to the mile. When a 3 per cent. grade, or 
only 158 feet to the mile, is encountered, it is practically all that 
the steam engine can do to crawl, coughing and panting, to the 
summit. For the electric road, however, the height of the grade 
is merely a question of the amount of power to be taken from 
the wire, and equipment can be provided which will rush an inter- 
urban car, as heavy as the ordinary passenger coach, up a grade 
of 355 feet to the mile at a speed of 45 miles per hour. These are 
inherent advantages which give to the interurban a basis of per- 
manency, and which enable it to succeed in competition with its 
powerful and well entrenched rival. 

The degree to which the interurban can compete with the 
steam roads for the through passenger business depends almost 
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entirely upon the character of construction which has been fol- 
lowed. The type of construction is the most important factor in 
judging of the traffic possibilities of the system and a proper 
understanding of this problem is essential in studying the traffic 
of these roads. 

The pioneers in the interurban field, drilled for the most part 
in urban systems, believed that the number of stops which the 
interurban can make was a matter of little consequence. Stops 
were granted with careless prodigality wherever traffic existed. 
Almost every farmer could secure one if he asked for it when 
negotiating with the promoters over the right-of-way. Emphasis 
was laid upon the ability of the interurban to stop at every man’s 
door and pick up traffic at every road or lane. These early ideas 
have, however, been abandoned. Railway managers now under- 
stand that every increase in the number of car stops brings about 
an added power consumption, lengthens the running time between 
termini, and increases the cost of maintaining equipment. The 
cost of power required to increase the speed of a car to maintain 
a given schedule is a considerable item, and unless the traffic 
secured by making the stops is considerable, the road will lose 
money by so doing. The following table, prepared by E. E. Kim- 
bell, of the Engineering Department of the General Electric Com- 
pany, demonstrates very clearly that the interurban, offering a 
high speed service, must either keep down the number of stops 
to a minimum or be prepared to provide for a large increase in 
the power consumption. 

Interurban Cars 
Maximum Stops per Watt hrs. 
Gross Weight in Tons speed mile ton-mile 
Ob... katacentinssansiene ss Chae 0.50 /80 


0.75 
1.00 


45 m. p. h. 0.50 


0.75 
1.00 


45 m. p. h. 0.50 
0.75 


I.oo 
We can therefore understand why it is that the interurban 
roads are at the present time unwilling to increase their number 
of stopping points except in the thickly settled districts. In the 
earlier days stops were made at frequent intervals, and this was 
one of the strongest arguments for the interburban. It is now 
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recognized, however, that the additional stops must be made “ at 
the expense of the coal pile.” The problem, therefore, of the 
electric line is exactly similar to that which is faced by the operat- 
ing department of the steam railway. In order to maintain a high 
speed, the electric railway has been forced to come almost to the 
steam railway standards of locomotion, construction and 
equipment. 

The first consideration in maintaining high speed service is 
the securing of a private right of way. The operation of cars 
weighing from 30 to 50 tons at speeds from 45 to 50 miles an hour 
upon a public road is foolhardy. No matter how level the 
road may be, the operation of cars at these speeds is extremely 
hazardous. With cars of this weight a long distance is required 
for stopping, and the electric line constructed in this manner is 
open to great risk of accidents because of the intersection of a 
number of highways. The position of the electric line is even 
more defenseless than that of the steam road, for while the latter 
has only to provide against accidents at the intersections with the 
public highways, the electric road must in addition exercise 
watchfulness at every farm crossing and private lane which is 
carried over the tracks the entire length of the road. The num- 
ber of grade crossings is multiplied tenfold, bringing additional 
liability to accident. An electric road built in this manner is 
forced to accept one of two alternatives. It can either maintain 
the speed and settle for the numerous damage claims which it 
will be forced to meet, or it can reduce the speed of* operation, 
thereby losing its grip upon the through business which consti- 
tutes its main source of support. Experience has shown that the 
second alternative is the one usually adopted, for it takes many 
thousands of riders to pay the cost of a single accident. In addi- 
tion, accidents involving injury and loss of life arouse the local 
communities and induce the passage of restrictive legislation 
limiting the speed of cars and requiring them to stop at every 
road intersection. Under such conditions fast time is absolutely 
impossible. The construction of interurban roads upon public 
highways is most unfortunate. The service becomes constantly 
slower as the country settles up, with a consequent increase in the 
time required to travel from one end of the line to the other. 

What the interurban road gains, therefore, by the growth in 
its local business it loses by the decrease in its through traffic, 
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which little by little drifts to the steam lines. This is strikingly 
shown by the experience of the Pennsylvania Railroad. With 
the construction of the electric lines between Philadelphia and 
Wilmington the Pennsylvania line connecting these two cities 
lost heavily ; the traffic was so greatly diminished that the main- 
tenance of many stations on the steam road was no longer profit- 
able, and a number were abandoned. At almost every point, 
schedules had to be reduced because of the small volume of 
business. Mr. Samuel Rea, the third vice-president of the 
company, in testifying before the Royal Commission on London 
traffic in 1906 brought out the fact that this business had now 
come back to the steam line, because as he expressed it, the 
trolleys had induced building within the first few miles, which 
necessitated a large number of stops and a slower speed, con- 
stantly increasing the length of time required to reach a given 
section; the electric line became, therefore, so unattractive 
that the people naturally had to resort again to the steam rail- 
road. Mr. Rea expresses the belief that the same thing would 
soon occur upon almost every other portion of the Pennsylvania 
system. 

It is exceedingly difficult to properly maintain a rock ballasted 
“T” railed road on a public highway. Ditches can be provided 
only on one side of the road which is therefore only half drained. 
Every slight undulation in the highway must be conformed to by 
the electric line ; continuous equalizing of grades being impossible 
because of the objection which the land owners offer to variations 
in the level of the electric line and the road. As a consequence of 
these objections, interurbans constructed upon the public high- 
ways are meeting with constantly increasing disfavor both by 
investors and engineers. 

The second error into which the builders of the early inter- 
urbans fell was in the construction of lines with too heavy grades. 
The apparent ease with which the electric cars surmounted grades 
prohibitive for locomotives directed attention from the economies 
of low grade electric lines. For the pioneers in the interurban 
field, money was very difficult to secure and they were forced to 
husband it in every way possible. Every dollar saved on the cost 
of grading decreased so much the original cost of construction 
of the line, and these opportunities for economical construction 
were eagerly seized. It was believed to be good policy to spend 
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less money on excavations, and operate the road with heavier 
grades than to make large outlays in order to secure a com- 
paratively level line. 

The problem which the promoters of the interurban met with 
differed in no respect from that which presented itself to the 
builders of our steam railroads. The only difference was that 
the builders of the electric railway had a wider latitude than their 
predecessors because of the superiority of the electric motor over 
the locomotive as a hill climber. It was a long time until even 
interurban officials recognized that the same laws of physics and 
the same principles of construction and operation which had been 
worked out for the steam roads applied to them. This fact is not 
even yet understood by the investor and the general public. 

The cost of moving each ton of burden over a grade varies 
but little, no matter what form of power is used. The same 
amount of energy is required in each case and the only economy 
which is possible is because power can be more economically 
generated in a large power house than in a locomotive boiler, and 
more effectively applied through the medium of the motor than 
through a steam engine directly connected to the driving wheels. 
The economies which the electric line enjoyed because of its 
ability to operate in single car units with almost the same effi- 
ciency as in trains was so great as to conceal and entirely offset 
the losses which arose from the heavy computation of power used 
up in surmounting excessive grades. Single cars are frequently 
fitted with motors having a horse power energy equal to that of 
the average locomotive designed to handle ten to twenty cars of 
equal weight. There is small wonder that grades seem of little 
consequence to the electric car so long as scrutiny is not directed 
towards the coal bill. 

It has only been within recent years that the science of electric 
traction was well enough understood and worked out with suffi- 
cient definiteness to enable the engineer to demonstrate mathe- 
matically the economy—indeed, the necessity—of constructing 
roads with low gradients and easy curves. 

The method by which the problem is determined is illustrated 
by the following computation made by Albert B. Herrick, of New 
York, a recognized expert on interurban railway matters: 


In the matter of the effect of grades, assuming the case of a 1,000 foot 
grade of 3 per cent., as against a 5 per cent. grade, and taking the cost of 
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reducing the 5 per cent. grade to a 3 per cent. grade as $3,500, the relative 
value of the two can be computed as follows: 

A car going up a § per cent. grade for 1,000 feet has gained an elevation 
of 50 feet, and, assuming the car weighs 25 tons, the car’s potential energy 
at the top of the grade has increased 2,500,000 foot pounds. In order 
that the motors may produce this 72 horse power of energy, there will be 
required at the power station, under the very best average conditions of 
conversion and transmission, the capacity to deliver 144 horse power for 
the time that it takes the equipment to surmount this grade, assuming that 
the equipment is geared to 40 miles per hour on the level, and a schedule 
speed of 20 miles per hour, including stops and slow downs, is maintained. 
it would require 41 seconds to mount this grade, and during this time the 
station is exerting 144 horse power for this one car due to this grade alone. 

Taking, on the other hand, the 3 per cent. grade for the same distance 
(but as a matter of fact reducing grades reduces the distance between 
terminal points, as a grade may be considered a curve in a vertical plane) 
when the car has mounted this grade, it has gained potential energy of 
1,500,000 foot pounds, or 45 horse power, and the station has had to 
produce only 90 horse power for this car. The speed at which the car 
could ascend the 3 per cent. grade would be 21 miles per hour, and the 
time consumed would be 30 seconds. The time gained on the 3 per cent. 
grade compared with the 5 per cent. grade would be 11 seconds, and the 
horse power output at the station saved would be, by the lower grade, 54 
horse power for 30 seconds and 144 horse power for 11 seconds each time 
a car mounted the grade. Assuming the cost of power at I cent per 
horse-power hour, the cost of power would be 88 cents. Assuming the 
cost of time at $4.60 per car hour, this would mean a saving of .0137 cent 
as representing the saving in car operation of the 3 per cent. grade as 
against the 5 per cent. grade. Assuming half-hour schedules at terminals 
and a symmetrical grade on each side, there would be a saving of $2.08 per 
day, or a return of 21.6 per cent on the $3,500 expenditure necessary to pro- 
duce the grade from 5 per cent. to 3 per cent. This grade could be reduced 
still further with economy, but 3 per cent. was taken as the limit because 
ordinary equipment will float down a 3 per cent. grade at the schedule 
speed, whereas, on a 5 per cent. grade the brakes have to be applied to 
keep the car within speed limits; but in this consideration other capital 
expenditures are involved—for instance, the distance of the grade from the 
power house will have an influence on the amount of copper feeders re- 
quired in order to maintain the proper potential delivery. If the heavier 
grade is the maximum grade on the route, it might be necessary to in- 
crease the capital outlay in the power station to meet this demand, and this 
is especially true if the meeting points are at the top of the grade and the 
maximum demand for both equipments occur at the same time. This 
would increase the station outlay at least $90.00 per horse power, and it 
would also increase the station operating costs; moreover, most of the 
interest and maintenance on the additional power station equipment 
would be a standing loss, for this outfit would be required only; for 41 
seconds every 15 minutes. 
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The question involved in these cases is how much it is possible to re- 
duce grades by forming an equation, one side of which is the cost involved 
in the reduction of the grade and the annual charge for this cost, the other 
side of the equation being the saving effected in power, time and main- 
tenance. For each particular case the rate of interest for the cost of 
greater reduction can be equated against the operating expense in sur- 
mounting the proposed grade as against the reduced grade. The same 
argument applies with respect to avoiding curves. The saving in car 
mileage on a tangent track as compared with a track taking a sinuous 
course to reach the same terminals can be easily computed. In making 
the computation, regard should also be paid to the matter of slower 
schedules and increased accident hazard when operating on curves. 

It will be seen that the interurban pays a heavy price for dis- 
regarding gradients and yet we find a large number of important 
systems operating over very heavy grades. The Eastern Ohio 
Traction Company, for example, has on its main line a grade of 
2,700 feet, with a rise of from 10 to 12% per cent. The Cincin- 
nati, Georgetown & Portsmouth Railway Company has a grade 
of 8 per cent. for almost an equal distance, while the Philadelphia 
and West Chester Traction Company operates over maximum 
gradients exceeding 7 per cent. 

In every case these companies have overcome the difficulty of 
heavy grades by the purchase of cars fitted with unusually high 
power motors, and by the expenditure of large sums for the 
provision of heavy feed wires and station equipment. In other 
words they have overcome the deterring effect of the law of 
gravity by the provision of unusual and enormous: power which 
will drive the cars up the grades in spite of the resistance with 
which they meet. This, however, involves an expense which with 
a road of lighter grades could be avoided and therefore adds to 
the cost of operation without increasing the income. With the 
growing realization of the perpetual value of low-grade con- 
struction, no matter what the power employed, the tendency has 
been to construct interurbans with minimum grades. It is 
realized that where sufficient traffic is in sight to warrant the 
expenditure it is better to operate on low grades with high speed 
and less cost of operation than over heavy grades with less 
interest on capital but heavier power consumption and slower 
schedules. 

To be continued. 
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EDITORIAL. 


Prospects for Young Accountants. 


Four new schools of accounting, all of university grade, open 
their doors this fall. Harvard, our oldest university, leads off 
with a school of business administration designed primarily for 
graduate students, but open to all who are qualified to do the 
work. Northwestern University at Evanston, IIl., will open an 
evening school of commerce, accounts, and finance, and a similar 
school will be established in Denver by the Colorado State Uni- 
versity. The fourth school of the kind is to be opened in St. 
Louis, and is known as the College of Law and Finance. Al- 
though it has no university connection, we believe it has the 
power to confer degrees. All of these schools, with the exception 
of that at Cambridge, owe their inception to the interest in 
education now regnant among accountants, and are expecting the 
greatest patronage from young men preparing for the profession. 

Is the country going to have too many accountants? Are 
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young men making a mistake in preparing themselves for that 
vocation? Will the business of accountants expand in the next 
ten years as it has in the last ten years?’ We frequently receive 
inquiries of this sort from young men, and in reply we have in- 
variably said that no young man, if he has a taste for the work, 
need fear making a mistake in fitting himself to be a public ac- 
countant. This reply it is not difficult to defend. 

A man need travel but little in the United States to be con- 
vinced that accountancy is in its infancy. Outside of the large 
cities few business men know anything about the public account- 
ant or have even a suspicion that his services might help them 
increase their profits. People in the smaller cities and towns 
think of the public accountant as a sort of detached but expert 
bookkeeper, who need be sent for only in cases of fraud, em- 
bezzlement, bankruptcy, and disputes among partners. That an 
accountant can help a man save money by reducing his expenses 
or by the introduction of an accurate cost system, or that by 
regular and thorough audits he can prevent wasteful and un- 
necessary leakages, are notions that never enter the heads of 
three-fourths of the business men of the United States. Many 
a country storekeeper runs behind even when his “ order-wagon ” 
is loaded every day and his assistants are kept busy tying up 
parcels and drawing off molasses, simply because he is terribly 
loose in his accounts, doesn’t know what are the real costs of 
many of his goods, and is careless about the inventory. Bad 
credits and poor accounting keep many a business man poor. The 
public accountant is the enemy of both these evils. In the cities 
this fact is well known by the larger business men, and the know- 
ledge is spreading. The expansion of the accounting business 
in recent years has been due, not to the growth of the country, 
nor to the increase of business enterprises, but to the steadily 
increasing recognition of the value of the accountants’ services. 

There is no reason for expecting an unfavorable change in 
the attitude of the public toward accountants. On the contrary, 
since the accountants of to-day are better trained than ten years 
ago, and since the young accountants are forced in most states 
to make a careful preparation for their work, while many of them 
are securing a university training, there is every reason to believe 
that the public accountant will play during the next twenty-five 
years a very important part in the affairs of the United States, 
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and that there will be an abundance of work for all young men 
who have aptitude and taste for it. 

A special reason for expecting a steady enlargement of the 
accounting field, and an increasing demand for accountants’ 
services, may be found in the political situation. Fifteen years 
ago the American people were greatly concerned over the money 
question ; to-day they are aroused over the abuses of corporate 
franchises. The majority believe in the strict regulation of cor- 
porations ; a minority are clamoring for public ownership of pub- 
lic service utilities ; and a still smaller crowd, but a growing band, 
are proclaiming the virtues of socialism. Whatever the view that 
prevails in the long run, there can be no doubt that the American 
people are determined that corporations shall be definitely recog- 
nized as the creatures of the state and servants of the public, and 
that their promoters, managers, and stockholders will be held to 
the strictest possible accountability for all their acts. The people 
are demanding publicity with regard to the affairs of railroads, 
banks, insurance companies, gas companies, telephone companies, 
street railway companies, in fact, from all corporations which 
enjoy special or exclusive privileges. Whatever one’s own opinion 
may be on this subject, it is impossible for a man to read the 
newspapers of the United States and escape the conviction that 
the day is near when none of our giant corporations will be per- 
mitted to operate in the dark. Indeed, the transition from dark- 
ness to light is now under way, and the calls for public account- 
ants are multiplying in consequence. A few of our great cor- 
porations already recognize the value of an independent certificate, 
and all the others will finally be forced, either by public opinion 
or by the law, to follow suit. The public accountant, so called be- 
cause he is the servant of the public, never becomes the hired man 
of any corporation for whose balance sheet he vouches. His 
audit is an independent one, and, before long, it will be the only 
audit which the people will accept with any confidence. 

Instead, therefore, of fearing lest there be a glut of accountants 
on account of the multiplication of schools of accounting, we are 
more inclined to fear lest the demand for first-class accounting 
ability may outrun the supply, in which case the profession would 
suffer in public estimation, for cheap and poorly trained men, 
not to mention political place hunters, would then scramble into 
responsible positions. 
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years a very important part in the affairs of the United States, 


352 











Editorial. 


and that there will be an abundance of work for all young men 
who have aptitude and taste for it. 

A special reason for expecting a steady enlargement of the 
accounting field, and an increasing demand for accountants’ 
services, may be found in the political situation. Fifteen years 
ago the American people were greatly concerned over the money 
question ; to-day they are aroused over the abuses of corporate 
franchises. The majority believe in the strict regulation of cor- 
porations ; a minority are clamoring for public ownership of pub- 
lic service utilities ; and a still smaller crowd, but a growing band, 
are proclaiming the virtues of socialism. Whatever the view that 
prevails in the long run, there can be no doubt that the American 
people are determined that corporations shall be definitely recog- 
nized as the creatures of the state and servants of the public, and 
that their promoters, managers, and stockholders will be held to 
the strictest possible accountability for all their acts. The people 
are demanding publicity with regard to the affairs of railroads, 
banks, insurance companies, gas companies, telephone companies, 
street railway companies, in fact, from all corporations which 
enjoy special or exclusive privileges. Whatever one’s own opinion 
may be on this subject, it is impossible for a man to read the 
newspapers of the United States and escape the conviction that 
the day is near when none of our giant corporations will be per- 
mitted to operate in the dark. Indeed, the transition from dark- 
ness to light is now under way, and the calls for public account- 
ants are multiplying in consequence. A few of our great cor- 
porations already recognize the value of an independent certificate, 
and all the others will finally be forced, either by public opinion 
or by the law, to follow suit. The public accountant, so called be- 
cause he is the servant of the public, never becomes the hired man 
of any corporation for whose balance sheet he vouches. His 
audit is an independent one, and, before long, it will be the only 
audit which the people will accept with any confidence. 

Instead, therefore, of fearing lest there be a glut of accountants 
on account of the multiplication of schools of accounting, we are 
more inclined to fear lest the demand for first-class accounting 
ability may outrun the supply, in which case the profession would 
suffer in public estimation, for cheap and poorly trained men, 
not to mention political place hunters, would then scramble into 
responsible positions. 
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Furthermore, we must not lose sight of the fact that many of 
the young men now in training for accountancy will abandon it 
for other callings. More than either law or medicine, this pro- 
fession demands personal aptitude. The young man who is to 
succeed as a public accountant, must have, in addition to a head 
for figures, sound business judgment, exhaustless patience, a 
capacity for infinite drudgery, a personality that inspires con- 
fidence, and a temperature always at 60° regardless of other 
people’s thermometers. These qualifications are not set forth in 
the certified public accountants’ acts of the various states, never- 
theless young men entering the profession soon discover their 
importance, and, if they are not made of the right stuff, either 
fall by the wayside or get another job. 





Requirements for the C. P. A. 


Mr. Webster, in his discussion on another page of the “ Pre- 
requisites for Accountancy Practice,” does not take into account 
all the reasons why experience should be numbered among the 
prerequisites. Much can be said in favor of his contention that 
accountancy in this country should follow the precedents set by law 
and medicine, and admit to independent practice the young men 
who have given satisfactory evidence that they ace the neces- 
sary general and technical education. 

The public takes a risk with the green M. D. and with the 
callow LL. B.; why not let it take a chance with the unbaked 
C. P.A.? Ifthe experimenting M. D.’s and LL. B.’s kill patients 
and lose cases they starve obscure; if they save patients and win 
cases they become the country’s great doctors and lawyers. Why 
not let a young man of good education study the rules and prac- 
tice of accountancy, and then send him out, armed with a C. P. A., 
to win his spurs? Surely, a green accountant’s blunders could not 
be deadlier than those of an unseasoned physician, nor costlier 
than those of a fresh graduate in law. Why, then, should the 
American public demand more from the neophytes in accountancy 
than from those in either law or medicine? What is the justifica- 
tion for the “articled clerk in Great Britain or for the require- 
ment in most of the states of this country that a young man shall 
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not be licensed a C. P. A. until he has spent a year or more in the 
employ of a practicing public accountant? 

We beg the whole question when we assume that the Ameri- 
can way of starting young men in law and medicine was adopted 
because it was best, or that it is now best suited to American con- 
ditions. There was a time when any man could practice medicine 
or law without the sanction of a constituted authority, but this 
laxity became unendurable and the states and courts began to pre- 
scribe certain prerequisites in order to make life more difficult 
for quacks and shysters. The standards in these professions are 
being steadily raised. In the best medical schools hospital experi- 
ence, which is analogous to a young accountant’s experience in 
an Office, is required of the graduate before he can have the uni- 
versity’s approval as an independent practitioner. Law schools 
are raising their educational requirements, and there is frequent 
complaint of late that the bar examinations in some of the more 
progressive states call for certain practical information not teach- 
able in schools. But the public, after all, needs less protection 
against poor lawyers than it does against poor accountants or 
poor doctors. The courts quickly expose the incompetent 
attorney and his clients drop him, For the accountant and the 
doctor, however, there is no higher authority to review their 
work and no adversary on hand to criticise it. These two pro- 
fessions, therefore, need jealous supervision at the start, and they 
are getting it more and more every day. The American plan in 
accountancy, as it already is in the engineering profession, will 
doubtless soon also be the American plan in medicine. 

But the real reason why a school or book education should not 
entitle a young man to call himself a C. P. A. is because present 
conditions make it most important that the American business 
public should discover what those three letters mean and then 
hold them in deep, genuine, grateful esteem. Accountancy is 
a new profession struggling for recognition. Already, there are 
too many uneducated, untrained, inexperienced, incompetent 
“ public accountants,” and the equipment of the best is not what 
they wish it might be, nor was their training what they wish it 
had been. Nevertheless the great majority of American 
C. P. A.’s representing the best accounting talent and experi- 
ence in the United States, are a sturdy, long-headed, hard-work- 
ing and modest lot of men. They have had all the hardships of 
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pioneers. The public has not known what they were doing, nor 
could their friends or their relatives explain it, and their clients 
have haled them into court because their fees were not those 
of a bookkeeper. These men, or many of them, are determined ° 
that the public shall know and respect the profession of account- 
ancy. That is why they insist that the C. P. A. shall mean not 
only that a man knows the theory, but also that he can put it into 
practice patiently, accurately, honestly, successfully. 





Secretary Charles J. Nasmyth, of the American Center, Central Asso- 
ciation of Accountants, writes that he “can not conceive the grounds upon 
which you could justify the savage and unmerited attack upon the Central 
Association of Accountants which you made editorially in the July issue 
of THe JourNnaL or AccountTaANcy. I expected and was prepared to answer 
honest criticism of my remarks published in the May issue of THe 
JourNAL, but I certainly never anticipated the necessity of defending my- 
self against mere invective and denunciation by those palpably ignorant 
of the merits or demerits of the subject under discussion.” We are 
surprised that Mr. Nasmyth found invective and denunciation in our 
editorial. We meant only to call in question the claim of the prospectus 
that membership in the new association gave a “guaranteed recognized 
status in the profession,” and to warn accountants in America against 
expecting any great advantage from such membership. England already 
has two well-known bodies of accountants. We believe that their leading 
spirits should cultivate friendly relations, and that the two bodies of ac- 
countants should unite in one large and strong organization. We believe, 
furthermore, that the creation of a third body of accountants in Great 
Britain is to be deprecated. This whole matter, however, is one that can 
not be effectively discussed in the columns of THe JourNaL or AccouNT- 
ancy. Our cousins across the pond have our best wishes, and we will 
not pretend to give them advice. 





The Ohio State Board of Accountancy is endeavoring to get an 
authoritative definition of public accountant, and is also trying to find out 
exactly what is meant by experience in the practice of accounting. At 
the first meeting of the Board, the following definition of public account- 
ant was adopted: “A public accountant is a person skilled in the affairs 
of commerce and finance, and particularly in the accounts relating there- 
to, who places his services at the disposal of the community tor remu- 
neration, and maintains an office for the transaction of such business; 
whose time, during the ordinary hours of business, is not entirely under 
the control of merely one individual, firm or corporation.” As excep- 
tions were taken to this definition by certain applicants, the Board is now 
seeking the views of prominent accountants in all parts of the country. 
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We are certain that the Board, whose office is at Columbus, Ohio, would 
welcome suggestions from any reader of THE Journat. Following are 
the questions to which the Board would like answers: 


1. “A” What is a “ Public Accountant ”? 

“B” Can any person be properly termed a Public Accountant who 
is not actively engaged in business on his own individual 
account, or a member of a firm or co-partnership, and, 
If so, under what conditions? 

2. What, in your opinion, constitutes “ Experience in the practice of 
accounting ” ? 

3. Are you cognizant of any opinions rendered by the Attorney 
General or any other officer in charge of the legal depart- 
ment of any State, County, or Municipality, or decisions 
rendered by any Court, which relate to the matters herein 
stated? If so, please refer us to such decisions. 





The Annual Meeting of The American Association of Public 
Accountants, to be held at Atlantic City, October 20-22, promises to be 
the largest and most interesting meeting the association has ever held. 
The program, which was printed in the August issue of THE JouRNAL, 
gives assurance of first class addresses upon important topics. There 
will also undoubtedly be some good speeches made by the visiting dele- 
gation from Great Britain. It is to be hoped that accountants from 
all parts of the country, whether they go as delegates from accounting 
organizations or as individuals, will attend this meeting in large numbers. 
The man who stays away from such a gathering because he can see 
“nothing in it” for himself, is making a great mistake. These annual 
meetings perform two distinct services for the practicing accountant. In 
the first place, they make possible the maturing and crystallization of the 
best thought upon matters vital to the welfare of the profession, so that 
its development under the laws of the different states may tend toward 
harmony and uniformity. This is the raison d’étre of the National Asso- 
ciation—to put American accounting upon the highest possible plane. 
Surely every individual accountant is interested in this purpose, and will be 
benefited by its achievement. But the selfish individual may think the 
work can be well enough done without his aid. Let others work for 
the profession; he meantime will work for himself. A man of this sort 
misses altogether the personal benefit to be derived from attendance 
upon such a meeting. This benefit is intangible, but it is real, and it is 
valuable. New friendships are made, new ideas are gained—from con- 
versations more often than from the public addresses—better business 
methods are learned, and broader views of business are obtained. All 
these things count mightily in the long run, and no man ambitious to 
be a successful or great accountant can afford to ignore them. 
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Examiners Wanted for the Interstate Commerce 
Commission. 


The United States Civil Service Commission announces the postpone- 
ment to October 7-8, 1908, of the examination scheduled to be held on 
September 3-4, 1908, at certain places mentioned in the official list, 
to secure eligibles from which to make certifications for the appointment 
of examiners in the Division of Accounts, Interstate Commerce Com- 
mission. 

The salaries will range from $1,800 to $3,000 per annum, and traveling 
expenses will be allowed when away from Washington or other official 
headquarters. 

It is expected that approximately 75 appointments will be made if 
sufficient high-grade eligibles result from this examination. 

Owing to the Commission’s inability to secure a sufficient number of 
competent applicants, qualified persons are urged to apply for this exam- 
ination. 

The examination will consist of the subjects mentioned below, 
weighted as indicated: 


Subjects. Weights. 
1. Commercial and railway geography .................. 5 
D. FEE chitin sd ddncdacdtebasameciedadeddeiAtanennee 5 


3. Abstracting (a test in condensing a statement of about 
400 words into a brief, concise, and accurate abstract 
££ ff FP opr Eee Slee 5 


4. Practical questions in general accounting and statistics 15 
5. Practical questions in accounting of railway and other 

I I ins cs ntanaediasdacanhe 25 
6. Thesis on a transportation topic ................000. 15 
7. General education, training, and experience .......... 10 
8. Accounting and other technical experience along lines 


connected with railway and other common-carrier 
SE rks bua 6cl ue caw oct anne acme ebaind nian teaine 20 


I. <u. an: i'dcei wales tebteie. ol eciaid alate ts Wome eae 100 


The first six subjects will be given in the examination room and will 
require at least two days. 

Age limits, 23 to 48 years on the date of the examination. 

In view of the importance of these positions, rigid examination will 
be made of the special fitness of all applicants, and only those who have 
submitted prima facie evidence of having had high-grade training and 
experience along the lines indicated in the eighth subject will be admitted 
to the examination. It will, therefore, be useless for any one with only 
ordinary clerical or routine experience to apply for this examination. 

Certifications will be made from those standing highest on the register 
without respect to the apportionment. 

This examination is open to all citizens of the United States who 
comply with the requirements. 
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Book Department. 


PROFIT MAKING MANAGEMENT, by Charles U. Carpenter. 150 pages. 
Price $2.00. New York. 1908. 


The author speaks from the standpoint of practical experience, and 
clearly defines the benefits accruing from perfect organization and how 
it may be attained. It is refreshing to read the testimony of a successful 
executive officer with respect to the value of analytical reports of the 
cost of production and their effect in stimulating the efforts of sub- 
ordinates to economize when placed before them as an advisory committee. 

His book treats at length with the economic management of the tool 
room, departmental cash, and of labor and its subdivisions. The scope 
of the work is broad, and the principles which lead to success may be 
studied with profit by accountants as well as every one having the super- 
vision of men or affairs pertaining to factory management. 


W. H. Dennis. 


ELECTRIC RAILWAY ACCOUNTING, by W. B. Brockway. 84 pages. 
Price $1.35, post paid $1.45. 


The book treats about “The Monthly Report,” “The Accounting 
Department,” and “The Accountant.” As the author is the general 
auditor of the Nashville (Tenn.) Railway and Light Company, he is in 
a position to present the subject matter in practical form. He states; 
“Many works have considered the accounting of street (or more properly 
now, electric) railways, but always from a standpoint outside the actual 
operation of such work. It is hoped here to show the subject in a some- 
what more intimate light.” 

The author does not claim to treat the subject in ali its bearings, but 
merely to place before the reader a brief consideration of the subject. 
There are a few suggested forms of a monthly report. Especially valu- 
able is the chapter entitled, “Curves as a means of expression,” where 
the author discloses how useful such chart illustrations are. While, as 
stated above, the book does not cover the entire field—an impossible task 
in a book of 84 pages—it gives a good resume of this class of accounts 
that will be of value to officers of electric railways. 


Leo Greendlinger. 


ACCOUNTANCY, by Francis W. Pixley. 311 pages. Price $2.00. London, 
1908. 


This book is a type of its forerunner, “ Auditors.” The author states: 
“This is the first attempt . ; . to treat Accountancy on a scien- 
tific basis. For this purpose the subject has been divided into sections 
to which names that are new, both to practitioners and students, have 
been assigned.” 

While it is questionable whether the author’s remark that “this is the 
first attempt,” etc., is correct, there is no doubt that the nomenclature 
will provoke discussion. He divides Accountancy into three branches: 
(I) Constructive, (II) recording, (III) analytical or critical. Under 
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the heading “Constructive ” the author classifies what is commonly called 
“ systematization” and “organization”; under “Recording,” what is 
technically known as “ bookkeeping”; under “ Analytical” or “ Critical,” 
what is technically known as “auditing.” Based on this division he 
subnames his treatise “ Constructive Recording Accountancy.” 

The book contains XIV Chapters devoted to the following topics: 
“ Accountancy and its Practitioners”; “The Recording Branch of Ac- 
countancy, or Bookkeeping”; “The Constructive Branch of Account- 
ancy”; “The Construction of Books”; “The Construction of Cost Ac- 
counts”; “ The Construction of Statements of Accounts to show Finan- 
cial Results ”; “ The Construction of the Profit and Loss Account—Trad- 
ing Account, Revenue Account”; “ Depreciation”; “ The Construction of 
the Balance Sheet”; “ Prescribed and other Statements of Account”; 
“The Law relating to the Construction of Books and Statements of 
Account.” 

That the headings may not cause misunderstanding to the reader, it 
is perhaps well to quote the author that: “It is no part of this work to 
touch in any way on the theory and practice of bookkeeping, which, as 
explained and taught in text books, deals, of course, with general prin- 
ciples only.” 

For the advanced student of accountancy, and especially for the 
practitioner, this scientific treatise is invaluable. Mr. Pixley’s popularity 
will surely be increased by this addition to accounting literature, especially 
so as of all chapters but one (The Law Relating to the Construction of 
Books and Statements of Account) is local (English), while the others 


are capable of general application. 
Leo Greendlinger. 


BAKERS’ ACCOUNTS, by F. Meggison,C. A. 114 pages. C. A.Gee & 
Co., London. 1908. 


This is the fiftieth volume of the “ Accountants’ Library” series. It 
contains a system of bookkeeping of bakers, together with chapters on 
income tax, branch shops and bakehouse accounts. . 

Like all the volumes of the “ Accountants’ Library,” it is enriched 
with numerous forms and illustrations. Among its novelties is a “ Retail 
and Wholesale Ledger” wherein daily sales and cash receipts are entered. 
A chapter is devoted to a brief review of the general principles of book- 
keeping. A chapter on depreciation gives a table of allowances to be 
made on various assets pertaining to this class of accounts. The author 
favors the absolute use of the journal wherever the double-entry system 
of bookkeeping prevails, and the principles explained will be found to be 
capable of general application. All the essential factors in the successful 
working of the business have received due consideration. 

Considering the fact that few trades have received so little attention 
as this class of accounts, Mr. Meggison’s contribution is a valuable onie, 
and will help to formulate a proper system of bookkeeping for bakers. 


Leo Greendlinger. 
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BOND VALUES. By Arthur S. Little. A Table for Bonds, Notes, etc., run- 
ning from 14 months to 20 years, and bearing interest at the rates of 
4%, 44%, 5%, and 6%, showing approximate prices at which they 
will yield 104%, 11%, 114%....... 20%. Published by the Author, 
303 N. 4th Street, St. Louis. 

This is distinctly a table for bonds at high income basis, or, in other 
words, at low prices, for those bargains or sacrifice sales which occasion- 
ally offer, especially in times of crisis like that of 1907. Hitherto it has 
been impossible to ascertain without tedious calculations the price at 
which any income greater than ten per cent. could be attained, for none 
of the books of bond values went above that rate, and few went so high. 

The income basis is always composed of two parts: a suitable rate of 
compensation for the use of capital, and a premium of insurance against 
loss of principal. In making a speculative venture, it is desirable to know 
how much this premium amounts to, and how many years the concern 
issuing the bond would have to remain solvent in order to recoup the 
investor from the extra income. 

If an investor had, during the latter part of 1907, been offered some 
5 per cent. bonds having 6 years to run at 60, he would have had to 
guess at the income basis attained, as no tables existed which would 
answer the question. With Mr. Little’s tables, he would turn to the page 
for six years, and the column of 5 per cent., and the nearest price to 60 
would be found, 59.9, and this is opposite 15% per cent. 

As 15% is not an income which he would deliberately set out to 
acquire and bargain for, the deal would be made, not “on a basis,” but 
“at a price.” Hence, three decimal places are regarded as sufficient for 
estimating the basis, and % per cent. close enough as to rates. 

The semi-annual period has been adopted as the standard, and Mr. 
Little has dared to adhere rigidly to it even when a fractional period is 
concerned. In this respect he is in advance of any compiler of tables 
whose work we have yet seen; perhaps further than the present state 
of enlightenment of the average computer will support him, nevertheless 
scientifically true. What is generally called “true discount,” is true for 
an exact period, but is untrue for a partial period. A true discount 
must be employed to constitute equitable interest, so that the holder for 
the earlier part of the period earns with his money effectively the same 
rate as his successor. 

Thus, if a 6 per cent. bond (semi-annual) is sold on a 16 per cent. 
(semi-annual) basis when it has 6 months to run, all authorities agree 
that the value is 1.03 + 1.08, or .953704; but, where only three months 
remain, there is a conflict. The ordinary assumption would be that the 
value would be 1.03 + 1.04, or .9903846. But Mr. Little here demurs: 
he gives it as .991118. He would reason that the buyer at .9903846 gets 
interest at the rate of 16 per cent. payable quarterly, which is not in the 
conditions, and that the quarterly equivalent is not .o4, but .03923048, which 
rate is enjoyed by each of the two holders. 

In this variance between Mr. Reussner’s Tables of True Discount and 
Mr. Little’s tables, both are right; while the latter is mathematically 
correct, the former is legally so in the present state of the law. This 
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discrepancy occurs in every sale of bonds between interest dates; usually 
it is the seller that takes the advantage of the buyer, who advances the 
amount of the accrued interest for some months, and gets no interest 
on the advance. 

Another interesting feature is a sort of “ getting square” table, which 
shows how many coupons collected will put the buyer “on velvet” with 
3 per cent. interest. Thus, if you buy a 6 per cent. bond at 38, and the 
company issuing it holds out for seven years, or 14 coupons, and then 
goes to smash, you may comfort yourself with the thought that you 
have had your money back. If it lasts more than seven years, you win. 

It is a pity Mr. Little did not put a more distinctive cover on this 
book to prevent its being taken for his Annual Bond Tables, an entirely 
different book. 





Mr. Chase Favors a Comptroller. 


Harvey S. Chase, who has had much experience in municipal affairs, 
has submitted to the Finance Commission his views concerning a new 
city charter for Boston. He said in part: 

“ Whatever may be said for the practicability of new forms of charter 
—great powers for the mayor or lesser powers; a larger City Council or 
a smaller one—consolidation of executive and legislative functions in one 
body, or more emphatic separation of them in various bodies, there is 
surely this one point upon which all earnest citizens can agree and ap- 
parently do now almost universally agree—the necessity for widespread 
publicity of the facts and finances of municipal government. 

“Tf our voters are to exercise the franchise intelligently, they must 
be informed regularly, intelligibly, and in such a manner that fluminating 
comparisons can be made of the results, financial and other, of one 
municipal administration with corresponding results of another. 

“TI should urge that provisions requiring a monthly statement of 
accounts be included in your charter for Boston. 

“T can not emphasize too strongly, as the result of my experience in 
municipal affairs, the importance of the office and the personality of the 
comptroller. No more important duty can fall upon those who, under the 
new charter, shall select the heads of departments than the appointment 
of a comptroller, whether this be done by a mayor or a council or a 
council committee or by a commissioner, either a civil service commission 
or a special municipal commission, created for the primary purpose of 
selecting the heads of departments. 

“The method of appointing heads of departments, of judging their 
qualifications and providing for suitable tenure of office is perhaps the 
most important of all the questions before your board. Upon the solu- 
tion of this problem the success or the failure of all other questions in 
great part depends.”—Boston Transcript, Aug. 18, 1908. 
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Legal Department. 


Conducted by ALEXANDER McCuincu1E, LL. B. 


Organized efforts are being made in all professions to give to pro- 
fessional codes of ethics the sanction of law. It is interesting to learn 
the effect given by courts to statutes framed by professional organizations 
for the punishment of violators of the professional code. The amount 
of discussion centering about the question of professional advertising 
shows the importance of this question, and we are not surprised to learn 
that the medical profession has attempted to regulate advertising by 
act of legislature. It will be interesting to the accounting profession to 
know the character of the legislation and the interpretation placed upon 
it by the court. 

Section 15 of Chapter 344 of the Laws of 1907 of the State of New 
York provides that any person not a registered physician, who shall ad- 
vertise to practice medicine, shall be guilty of a misdemeanor. It will 
be noticed in the first place that the sponsors of the statute did not 
assume the right to dictate to members of their own profession. Indeed, one 
of the judges in writing his opinion pointed out this fact, and said it was 
probably the purpose of the medical profession to punish their fellows 
guilty of unprofessional conduct in their own way, and not to turn them 
over to the Criminal Courts. A reasonable inference is, of course, 
that the judgment of their peers and the punishment prescribed by them 
are the most effective way of dealing with pariahs. 

The very first case decided under the statute, known as PEOPLE vs. 
Woopsury DerMAToLocicaL INsTITUTE, 124 App. Div. 877, struck immedi- 
ately at the vexed question. If an individual may not advertise without 
infringing ethical and legal codes, what is to prevent him from becoming 
the hireling of a corporation of his own creation, a corporation that can 
advertise without fear of the profession’s damnation or court’s condem- 
nation? The trust companies, for instance, have appropriated a large 
part of the lawyer’s heritage; the title companies have cramped him still 
further ; and, after all, the arteries of the companies’ life are newspapers 
and street-cars. If, housed with a thousand other souls seeking the where” 
withal in the same way under the same roof, you take up your position 
at the end of a circuitous corridor to be reached only after a lift of eleven 
stories, and hide your identity still further by encasing it in a corporate 
form—and advertise—you may get some transient business. Otherwise 
you may take comfort in “The Honorable Peter Sterling.” Well, there’s 
the process of reasoning that has led to much incorporating and much 
guarded advertising. 

In the Woodbury case, it is pointed out that only a licensed person 
can advertise. Query: can a corporation ever be licensed? Answer: 
no; for it can not take the preliminary examinations. Can a corporation, 
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then, advertise? One judge said it can, for the statute was by implication 
not intended to apply to corporations. Two other judges said it can, if 
its charter provides for the employment of licensed physicians to do the 
work advertised. They say further, “It is quite immaterial whether it 
advertises that it prescribes for and treats the patients or that this is 
done by its employees.” The remaining two judges held: “It could not 
have been the intention of the Legislature to restrict an individual from 
practicing medicine unless he had complied with the very careful pro- 
visions of the act for testing his competency to practice, and yet allow 
a corporation through its agents to practice without any examination or 
license whatever. It is also manifest that it was the intention to pro- 
hibit any one not legally authorized to practice medicine from advertis- 
ing te practice. Under this act, a corporation never could become legally 
authorized to practice medicine.” 

The case is extremely important, especially to the comparatively new 
profession of the accountant. The fact that three separate opinions were 
written in the Appellate Division shows that the questions it involves 
are by no means one sided. We are informed by counsel that the case 
is to be taken still higher. If so, we await the decision of the Court 
of Appeals with interest. 


Decisions and Legal Notes of Interest. 


Handwriting —The Texas Court of Civil Appeals held that a 
character produced on a sheet of paper, covered by a sheet of carbon and 
another sheet of paper, by the pencil of one writing on the uppermost 
sheet, constitutes the handwriting of the writer, and, as such, may be 
introduced into court as evidence of handwriting for comparison. WaAbE 
vs. GALVESTON ETc. R. Co., 110 S. W. Rep. 84. ° 

Accounting —One who is given power of attorney for the purpose 
of relieving the principal from worry and care concerning his financial 
interests, and who, under this power, is to hold, invest, and distribute 
certain personal property delivered to him, and to sell the same if 
necessary, is nevertheless the trustee of property received by him, and 
is liable to account to the children of the so called principal upon the 
latter’s death. If the instrument creating the power of attorney required 
the appointee to deliver the property to the creator’s children on his death’ 
it was not revoked by death, and the children in their individual capacity 
may require the appointee to account as a trustee. MERSEREAU VS. 
Bennett, 124 App. Div. (N. Y.) 113. 

Collection of Judgment—Tue New York Cope or Civit Procepure, 
Section 1391, was amended by the Legislature at its latest session, and 
now provides that a judgment creditor, after the return of an execution 
unsatisfied, may collect ten per cent. of the salary, exceeding Twelve 
Dollars. due or owing to the judgment debtor out of wages, debts, earn- 
ings, salary, income from trust funds, or profits. This amendment is a 
long step in the right direction, and is of great importance in every path 
of business life. 
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C. P. A. Question Department. 


Conpuctep sy Leo GreENpDLINGER, M. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare, and criticize C. P. A. problems,?and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 
department. With the aid of suggestions and criticism from the professional brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 


The following are representative problems of the C. P. A. examination 
papers set by the Michigan State Board of Accountancy, at the examination 
held June 26-27, 1908, with solutions. 


QUESTIONS: 
I. 

The Western Grain Co. has this day been incorporated under the Laws 
of this State by the following incorporators: C. H. Benton, J. W. Walters 
F. Rowland, and A. B. Miller, all of this city, wth an authorized capital of 
$25,000.00, divided into 250 shares of $100.00 each. 

The purpose of this corporation is to buy and sell all kinds of grain, 
and the subscriptions to the stock of the Company are as follows: 

C. H. Benton 60 shares, J. W. Walters 60 shares, F. Rowland 100 
shares, and A. B. Miller 30 shares. 

Pursuant to an agreement between the firms of Benton and Walters 
and F. Rowland, and the Western Grain Co., the former two individual 
concerns agree to sell to the latter all their assets, consisting of stock 
of Merchandise, Real Estate, Accounts and Notes Receivable, Goodwill, 
etc., etc., in consideration of the assumption by the Western Grain Co. 
of all the liabilities of the two individual concerns as well as for the 
payment in capital stock of the Company for the balance which the 
assets may exceed the liabilities. The Balance-sheet of each individual 
concern is taken as exhibiting the exact value of each plant, as given on 
page 366. 

The Goodwill of Benton and Walters is valued at $1,500.00, while 
that of F. Rowland is valued at $2,000.00. 

To enable the corporation to carry out this agreement the original 
subscriptions of Benton, Walters and Rowland are therefore amended 
as follows: 

C. H. Benton subscribing 20 shares, Walters 20 shares, and Rowland 
27 shares. A. B. Miller pays in cash for his subscription, and Benton, 
Walters and Rowland donate each 5 shares of the capital stock of the 
Company to provide a Reserve for Contingencies. 

Draft the necessary Journal Entries for the opening of the corpora- 
tion books and all the other facts mentioned above, and create the 
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C. P. A. Question Department. 


II. 

A. Wells, a manufacturer of novelties, is joined by I. M. Anxious 
in partnership upon the following terms: 

A. Wells is to receive a monthly salary of $100 for the first year, 
which shall be a first charge upon the profit after providing for the 
usual business expenses and before reckoning 3 per cent. upon the 
Partners’ Capital. In the event of such profit during the first year, or 
any subsequent year, not exceeding 6 per cent. of the total Capital (after 
payment of the salary), this salary shall be reduced to $75 per month 
the following year, and remain so until the yearly profit advances to 
more than 6 per cent. when such salary shall return to $100. commenc- 
ing the year succeeding the one showing the required increase of profit 
Should the profit in any one year amount to more than 10 per cent. 
upon Capital, A. Wells shall be entitled (in addition to the salary he 
received for that year) to a bonus of 33 I-3 per cent. upon any sum in 
excess up to $1,500, and 25 per cent. upon any further excess; and his 
bonus shall be a charge against profit before allotting the interest at 
3 per cent. upon capital. Any profit then remaining shall equally be 
divided. 

From the following particulars construct separate Capital Accounts 
for partners for five years. Starting Capital: A. Wells $6,000, I. M 
Anxious $5,000. 


Profit before deducting Salary, Interest or Bonus: 
tst Year 


sth Year 
No drawings on account. Distribution of profits when ascertained. 


SOLUTIONS: 
I. 

THE WESTERN GRAIN COMPANY 
INCORPORATED UNDER THE LAWS OF THE 
STATE OF MICHIGAN WITH AN 
AUTHORIZED CAPITAL 
OF 
$25,000.00, 

DIVIDED INTO 250 SHARES OF $100 EACH. 


SUBSCRIBERS: 


$6,000.00 
6,000.00 
10,000.00 


$25,000.00 
for their respective subscriptions to the capital stock of the 
Co., as follows: C. H. Benton and J. W. Walters, 60 shares each; 
F. Rowland, roo shares; and A. B. Miller, 30 shares. 
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PLANT_,AND SUNDRY ASSETS 
To Vendors $24,600.00 
for the surrender to this Co., of their right, title and interest in 
all of the assets of their respective firms, including the Goodwill. 


SUBSCRIPTION 

To C. H. Benton $4,000.00 
4,000.00 
7,300.00 
To enable the Co. to purchase the assets of the vendors the 
original subscriptions are amended to read as follows: C. H. 
monaen, 20 shares; J. W. Walters, 20 shares; F. Rowland, 

27 res. 


VENDORS 
To Sundry Liabilities $9,300.00 
for the assumption by this Co. of all the liabilities on open 
Accounts and Notes Payable, as part consideration for assets 
acquired. 


VENDORS 
To Capital Stock $15,300.00 
for 153 shares of the capital stock of this Co., issued to vendors in 
a of balance of consideration for assets bought as per 
ill of sale dated ———————-. 


SUBSCRIPTION 
To Capital Stock $9,700.00 
for 97 shares of capital stock issued to the subscribers in ac- 
cordance with amended subscription, viz:—C. H. Benton and 
J. W. Walters, 20 shares each; F. Rowland, 27 shares, and 
A. B. Miller, 30 shares. 


Notes RECEIVABLE 
Accounts RECEIVABLE 
MERCHANDISE (Inventory) 
FURNITURE AND FIXTURES 
REAL Estate 

UNEXPIRED INSURANCE 


To — ge Sundry rene . $24,600.00 
or the purpose 0 cing the respective assets, under appro- 
priate headings, on the books of the Co. 


SunprRyY LIABILITIES 
To Notes Payable $5,410.33 
Accounts Payable 2,589.67 
Notes Receivable Discounted 1,300.00 
for the p of placing the respective liabilities, under 
appropriate headings, on the books of the Co. 


$3,000.00 
cash payment for subscription to the stock of the Co. 


TREASURY STOCK 
To Reserve for Contingencies $15,000.00 
Benton, Walters and Rowland donate each five shares of the 
capital stock of the Co., issued to them, to serve as a Reserve for 
Contingencies. 
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TRIAL BALANCE: 


Merchandise (Inventory) 
Insurance (Unexpired) 


Notes Payable 
Reserve for Contingencies 


$3,000.00 
3,100.00 
5,159.00 
695.00 
2,127.25 
68.75 
3,500.00 


Notes Receivable Discounted................. 


Capital Stock 
Accounts Receivable 


J. W. Walters 
F. Rowland 
Accounts Payable 


9,950.00 
2,000.00 


2,000.00 
2,700.00 


$5,410.33 
1,500.06 
1,300.00 
25,000.00 


2,589.67 





$35,800.00 


$35,800.00 
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STATEMENT FORM OP SOLUTION II. 





| PARTIC- 


— ULARS. 


Ig00 
anuary 1 Capital 
ecember 31 | Salary 

oe 31 | Interest 
31 Profits 

IgOI 

7 I Capital 
ecember 31 | Salary 

“4 31 Interest 

¥e 31 | Profits 

1902 

—— 1 | Capital 
ecember 31 | Salary 

a 31 Interest 
31 Bonus 
31 Profits 

1903 | 

ame 1 | Capital 
ecember 31 Salary 

i 31 | Interest 

31 | Bonus 

31 Profits 

1904 

qmery 1 | Capital 
ecember 31 | Salary 

x 31 Interest 
31 | Bonus 
31 | Profits 


se 


PROOF: 


| TOTAL. 


. 
| $11,000.00 
1,200.00 


| 
| 
I. 


366.00 | 
184.00 


ANXIOUS. 


$5,000.00 


150.00 
92.00 


WELLS. 


$6,000.00 
1,200.00 
216.00 
92.00 





| 
| $12,750.00 | 


} goo0.00 
409.50 


490.50 | 


$5,242.00 


157.26 
245.25 


$7,508.00 
900.00 
252.24 
245.25 





| $14,550.00 | 


900.00 
463.50 
962.50 


1,924.00 


$5,644.51 | 
169.34 


962.00 





$8,905.49 
900.00 
294.16 
962.50 
962.00 





$18,800.00 | 
1,200.00 | 


600.00 | 


1,075.00 | 


2,125.00 | 


$6,775.85 


203.28 | 


1,062.50 | 


$12,024.15 
1,200.00 
396.72 
1,075.00 
1,062.50 





| $23,800.00 | 
1,200.00 | 
750.00 | 


| I,200.00 


2,350.00 | 


$8,041.63 | 
241.25 | 


1,175.00 | 


$15,758.37 
1,200.00 
508.75 
I,200.00 
1,175.00 


Interest calculated after salary is credited, but before 
any other adjustment is made. 





$29,300.00 | 


Original Capital invested 
Net Business Profits for the five years: 


$1,750.00 

) 1,800.00 
4,250.00 
5,000.00 


RT SCE EEC ORT TE ETE CT 


$9,457.88 


$19,842.12 


$11,000.00 


CoM MENTS. 


18,300.00 





$29,300.00 


The Michigan State Board is evidently endeavoring to keep abreast 


with the times. 


Its papers are excellent, and it is to be regretted that 


THE JouRNAL cannot present all the examination papers set by this Board 
for the benefit of other examining bodies. 

With regard to Solution I, it will be noticed that each subscriber is 
charged for his respective share to the subscribed stock. While this 
method of treatment may be at variance with some authorities, the writer 
thinks it brings out the facts of the transaction much more clearly. 
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Comments. 


The second problem is solved in two different forms. The first solu- 
tion is the exact form as required by the Board, the second is what is 
called a “ Statement Form.” The result is the same in either case. 

It will be noticed that the interest is calculated after the salary is 
credited, and rightly so, as it is supposed to be credited monthly to the 
partner’s account. 

The division of profits is according to the agreement between the 
partners. 

Interesting in this connection is the requirement of the present Board 
in strictly carrying out the Rules of the Board with regard to the 
following : 

“ Any applicant before being entitled to receive a C. P. A. Certificate 
must have had at least two (2) years continuous practical experience 
in public accounting immediately preceding the date of application.” 

“In the event of the applicant failing to pass the examination, he may 
be reexamined in accordance with the law and rules of the Board. after 
one (1) year upon the payment of an additional fee of $25.00.” 

“ Applicants, when required, must appear in person before the Board 
to answer any question, or produce any evidence to sustain such facts as 
may be necessary to determine the qualifications of the applicant as pre- 
scribed by the law and rules of the Board.” 

Under the first and last rule, the Board debars bookkeepers who have 
never practiced. The advisability of the second rule is quesiionable. 
Surely six months would serve the purpose just as well. 





Beginning with this issue, this department of THe JourNAL inaugurates 
a new plan, namely, to publish the names of the successful candidates for 
the C. P. A. Certificate of all the States where C. P. A. Laws are enacted. 

This has been done in other countries right along, and there is no 
reason why we should not follow their example. The respective Boards 
are asked to kindly comply with this request and forward a list of the 
successful candidates at each examination. 

The following is a partial list so far received: 

State Board of New Jersey, January, 1908.—Elial F. Foote, Henry C. 
Bentley, and Frank Samuelson, Jr. 

Five candidates took the June examination, but the decision of the 
examiners has not been made as yet. 

State Board of Pennsylvania—Neal McMenamin, Philadelphia; Wm. 
Flint, Jr., Philadelphia; Herman Gerdau, Philadelphia; W. H. Lawton, 
Wayne; John Leonard Carlson, Philadelphia; James Dobbin Layitner, 
Philadelphia; John S. Bertolette, Philadelphia; Raymond Greenleaf 
Cranch, Philadelphia. 

State Board of Ohio.—This Board has not as yet held any examina- 
tion, but has issued twenty-one certificates (under Section 5 of the Ohio 
law) to the following: 

J. S. M. Goodloe, Columbus, Ohio; J. H. Kaufman, Canton, Ohio; 
Guy H. Kennedy, Cincinnati, Ohio; Chas. A. Covert, Columbus, Ohio; 
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H. A. Keller, Columbus, Ohio; John J. McKnight, Columbus, Ohio; 
James Albert Miller, Cincinnati, Ohio; William J. Mead, Cleveland, Ohio; 
Wm. J. Munster, Cincinnati, Ohio; Robert J. McIntosh, Toledo, Ohio ; 
Charles S. Ludlam, New York, N. Y.; Dudley C. Morris, Cleveland, Ohio; 
Carl H. Nau, Cleveland, Ohio; Thomas P. Goodbody, Toledo, Ohio; 
E. W. Sells, New York, N. Y.; H. A. Dunn, New York, N. Y.; 
Francis F. White, New York, N. Y.; Vivian Harcourt, Cincinnati, Ohio. ; 
S. Roger Mitchell, New York, N. Y.; Harvey S. Chase, Boston, Mass. ; 
Edward S. Thomas, Cincinnati, Ohio. 

State Board of Illinois, May, 1908.—W. F. Battin, P. H. Gray, W. W. 
Thompson, E. D. Babcock, P. G. White, W. A. Stephens, and Arthur 
E. Anderson, all of Chicago. 

State Board of Washington, August, 1908.—Robert W. Martin and 
Chas. M. Culp, both of Seattle. 

State Board of California, June, 1908.—William Dolge, 404 Merchants 
Exchange Building, San Francisco; James F. Smyth, 404 Merchants Ex- 
change Building, San Francisco; Stanley Pedder, Alaska Commercial 
Building, San Francisco; Louis H. Greenhood, Monadnock Building, 
San Francisco; Thomas W. Smyth, 460 13th St., Oakland, Cal.; W. D. 
Ballantine, Monadnock Building, San Francisco. 

State Board of Connecticut—Unable to comply at present. 

State Board of New York.—Decision delayed by illness of a member. 

State Board of Florida—No successful result in former examination. 

State Board of Michigan ——Examination results not known as yet. 

The following State Boards have not replied as yet: 

Rhode Island, Colorado, Utah, Maryland, 





The Accounting firm of Pierce, Gimson & Co. has been dissolved by 
mutual consent. Mr. Lawrence K. Gimson, C. P. A., will continue to 
practice at the former address, 82 Wall Street, New York City . 


Mr. George O. May, of New York City, has been elected by the 
Missouri Association of Public Accountants to act as that society’s rep- 
resentative in the Board of Vice Presidents of the American Associa- 
tion of Public Accountants. 





